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ABSTRACT 

Over the years in an attempt to create cost savings, 
the Navy has changed its ways of determining parts 
allowances. Original ty, the Navy used Demand Based 
Allowancing, in which parts allowances were assigned based 
upon Original Equipment Manufacturer recommendations, and 
fleet demand. In the late 1980’s, the Navy changed its 
parts allowancing to Readiness Based Sparing. 

During this same time, the parts managers at the Navy 
Inventory Control Points (ICPs) have received reduced 
funding for parts support. As a result, parts have been 
transferred from one deploying unit to the next deploying 
ate 

This thesis studied the possibility of using incentive 
contract types in an attempt to ensure the allowances 
provided to the fleet are accurate and meaningful. 
Additionally, the use of an incentive-type contract can be 
used to ensure the parts regquired to fill the assigned 
allowances are available to the fleet at Material Support 
Date (MSD). 

This study conducted a comparative analysis of past 
(post MSD) and present (at MSD) weapon systems to identify 
costs and benefits associated with the use of incentive- 
bype ONEracts. Lastly, this study identified a system 
that has not reached MSD (future) which could possibly 


benefit from an incentive-type contract. 
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I. INTRODUCTION 


A. BACKGROUND 

Over the years, major weapon systems allowancing 
procedures and techniques have changed. Initially, spare 
part allowances were computed through the use of a Demand 
Based System (DBS). A system which, through the repair and 
usage of parts, an allowance quantity was determined to 
fulfill a unit’s requirements for a period of time. In the 
late 1980s, the Center for Naval Analysis (CNA), conducted a 
study to determine the best mix of parts, given a funding 
Dims Gaver. The study concluded with the invention of an 
allowancing system known as Readiness Based Sparing (RBS). 
This algorithmic system, used in conjunction with fiduciary, 
aircraft sable and Aircraft Intermediate Maintenance 
Department (AIMD) supportability constraints, predicts the 
best mix of “low-costing” Sub-Repairable Assemblies (SRAs) 
needed to maintain a minimum number of “high-costing” Weapon 
Repairable Assemblies (WRAs). 

RBS was developed to help sustain Chief of Naval 
Operation’s (CNO’ s) aircraft readiness levels and was 
estimated to save approximately $30 million per Aviation 
Consolidated Allowance Listing (AVCAL)?°. Since its 


inception, allowances associated with major aviation weapon 


* Center for Naval Analysis CAB 93-16/September 1993. 


systems have been established using RBS. Throughout the 
years, even the use of RBS has been questioned by senior 
Ori teta ts. 

This thesis investigates the feasibility of using a 
combination of data rights and incentive contracting in an 
attempt to predict accurate and reliable spare parts 
allowancing. If successful, this strategy has the potential 
to save money, decrease major weapon systems down time, and 


increase the reliability of spare parts allowancing. 


B. PURPOSE 

In today’s austere funding, Type Commanders (TYCOMs) 
have attempted to use funding of backordered initial 
outfitting spare parts to fund operational commitmenzome 
This has resulted in a shortage of available parts required 
for fully outfitting today’s aircraft carrier fleets 
Today, in a carrier/air wing work up schedule, the TYCOM is 
forced to screen and transfer all available parts from non- 
deployed carriers, to fulfill outstanding spare saiege 
requirements for the deploying carrier and its associated 
alr wing. 

This study will review the possibility of using 
incentive contracts in an attempt to ensure allowances 


provided to the fleet are accurate and meaningful. 


* COMNAVSUPSYSCOM message dtd 2214302 May 97 (Subj.: FHP SAVINGS 
INITIATIVE) . 


Secondarily, an incentive-type contract can be used to 


ensure the parts required to fill the assigned allowances 


are available to the fleet at Material Support Date (MSD). 


C. RESEARCH QUESTIONS 


i, 


Primary: 


Can the U.S. Navy achieve a realistic AVCAL sufficient 


EOwsupport the fleet, by using @ Combination ©f GCentraccor 


suggested allowances and incentive-type contracts? 


Zs 


Secondary: 

How does the U.S. Navy currently calculate initial 
outfitting allowances? 

How does the U.S. Navy currently fund initial 
outfitting allowances? 

What is Material Support Date (MSD) and why is it so 
IMpoOtpEant 7 

How does the incentive-type contract work? 

How will the use of an incentive-type contract 
differ from how the U.S. Navy currently does 
business? 

What are the negative effects of uSing an incentive- 
EVDe COntrmec. £Or Lhttite.-OulerLeE rund: 


What will be the estimated cost or savings from 


using an incentive-type contract? 


os) 


e Does an incentive-type contract provide a “fair and 
equitable” Contract, beneficial se Porn the 


Government and commercial suppliers? 


D. SCOPE AND METHODOLOGY 


The scope of this study will include: (1) an overview 
of the Navy’s Weapon System procurement policy, (2) an 
overview of the Navy’s Weapon System budgetary process, (3) 


an in-depth review of the Navy’s initial outfiteing 
allowance policy, (4) a model study of three separate weapon 
systems and the applicability of an incentive-type contract, 
and (5) an interview with commercial suppliers of weapon 
systems concerning the applicability and acceptability of an 
INGEREINVEH=EYOe. CONURaCE £OG Bares SUD@erE. 

This study will use the following methodology to 
answer the primary and secondary research questions: 

1. Conduct a thorough review of U.S. Navy polwemes 
governing the procurement of new weapon systems. 

2. Conduct a thorough review of U.S. Navy policies 
governing the budgetary process of new weapon systems (A key 
point in determining MSD and fielding equipment to the 
fleet). 

3. Conduct a thorough review of U.S. Navy and Marine 


Corps policies governing outfitting allowances. 


4. Prepare an incentive-type contract which could be 
used in establishing allowances and parts support to the 
fleet. 

5. Conduct a model study of three weapon systems, 
comparing current readiness to a proposed readiness uSing an 
incentive-type contract. 

6. Evaluate the costs and benefits of uSing incentive- 
type contracts to assign allowances and provide initial 
CULELECING DArESeSUDeOrc. 

7. Identify potential problems between the Government 
and commercial suppliers of weapon systems when uSing an 


incentive-type contract for parts support. 


E. ORGANIZATION 

This study is organized in such a way, that the reader 
receives a full spectrum view of the development of 
allowancing procedures and current processes used to ensure 
parts support and availability for deployed U.S. Naval 
RonLees. 

The review will start with the establishment of demand 
based allowancing, proceed through the RBS process and 
answer the questions of how and why the U.S. Navy changed 
its allowancing policies. Lastly, with the introduction of 
an incentive-type contract model, a comparison will be made 


between cost avoidance and spare parts availability. This 


177) 


comparison will attempt to prove the incentive-type 
contracting method can instill confidence in spare parts 
allowances and eventually take the guess work out of setting 


fleet AVCAL allowances. 


F. CHAPTER REVIEW 

This chapter provided background information on how the 
U.S. Navy has changed its process in determining and 
developing repair parts allowances in support of aviation 
units assigned aboard aircraft carriers and naval air 
Stations. A brief description has been given on each of the 
evolving processes, and how senior officers in the aviation 
commands have dealt with past repair part shortfalls. 

Later chapters of this thesis will provide more detail 
into each process and their respective advantages and 
disadvantages. Detailed information on the U.S. Navy’s 
budgeting process will be explained, as this may be a key 
determinant in the evolving allowancing process. 

Finally, this chapter provided the primary Wage 
secondary research questions of this thesis and how their 
eventual answers can be theoretically beneficial to creating 
an allowancing process that is both economically feasible 
and reliable. Additionally, the answers to these questions 


may lead to the development of a model which provides a fair 


and equitable deal for all players in the procurement and 


SUDDOrE SYSTEM OL Lomorrow. 





II. OVERVIEW OF THE NAVY’S DEMAND BASED ALLOWANCING PROCESS 


A. THE NAVY’S BUDGETARY PROCESS 

The Navy’s budgetary process is but a single piece of 
the puzzle known as the Federal Budget Process. This 
process is referred to as the Planning, Programming, and 
Budgeting System (PPBS). PPBS is the primary resource 
Management process in the Department of Defense (DoD), and 
is the cornerstone to any purchase that is conducted. PPBS 
is a cyclical process that is unique to the DoD and was 
Originally introduced by Secretary of Defense Robert 
McNamara in 1962. It combines the three distinct but 
interrelated phases of planning, programming and budgeting. 


During the planning stage, the Navy must focus on: 


e Defining the national military strategy necessary to 
help maintain national security and support DoD and 


U.S. foreign policy for the next seven years. 


e Planning the integration and balancing of military 


forces reguired to accomplish the above strategy. 


e Ensuring the proper priorities are assigned to those 
reguirements, in order to manage DoD resources 
effectively in cases er national resource 
linstakt rons. 

During the programming stage, the Navy develops a list 


of proposed programs which are required to support the 


ye 7% Oees— |G) 





II. OVERVIEW OF THE NAVY’S DEMAND BASED ALLOWANCING PROCESS 


A. THE NAVY’S BUDGETARY PROCESS 

The Navy’s budgetary process is but a single piece of 
the puzzle known as the Federal Budget Process. This 
process is referred to as the Planning, Programming, and 
Budgeting System (PPBS). PPBS 1s the primary resource 
Management process in the Department of Defense (DoD), and 
1s the cornerstone to any purchase that is conducted. PPBS 
is a cyclical process that is unique to the DoD and was 
Originally introduced by Secretary of Defense Robert 
McNamara in 1962. It combines the three distinct but 
interrelated phases of planning, programming and budgeting. 


During the planning stage, the Navy must focus on: 


e Defining the national military strategy necessary to 
help maintain national security and support DoD and 


U.S. foreign policy for the next seven years. 


e Planning the integration and balancing of military 


forces required to accomplish the above strategy. 


e Ensuring the proper priorities are assigned to those 
reguirements, in order to manage DoD resources 
effectively a cases ou national resource 
limitations. 

During the programming stage, the Navy develops a list 


of proposed programs which are required to support the 


decisions, directions and strategy of the Secretary of 
Defense. These programs are gathered and compiled as the 
Navy’s Program Objectives Memoranda (POM). The POM 
translates the results of the DoD planning into a rational, 
Six-year defense program within available resources. 

The budgeting stage POMs are reviewed and forwarded by 
the Office of the Secretary of Defense (OSD), to the Office 
of Management and Budget (OMB). OMB then reviews all 
Federal inputs and incorporates requirements into’ the 
President’s Budget, to be submitted to Congress in February 


ope se ielue ioe e 
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Figuue Z2Z—-lw PBBS INPUlS AND Pies. 
source: INTRODUCTION TO DEFENSE ACQUISITION MANAGEMENT, 
RHI Re ps JUNE 1996 


’ Introduction to Defense Acquisition Management; Third Ed. June 1996 
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As shown in Figure 2-1 above’, once the President has 
Forwarded his budget to Congress for review, the process of 
hearings, passing of legislation, apportionment must occur 
before one penny of Government funding can be obligated and 
expended. The process that Congress goes through is also a 
lengthy one. Primarily, Congress must carefully assess 
whether a change in taxes or a cut in requirements is 
required in order to fulfill our Nation’s requirements, as 
listed in the President’s proposed budget. 

As one can see, the act of funding any requirement in 
the Navy requires careful and thoughtful insight to our 


butuEe meeds. (Biqtme 2-2)° MComeracting Orticersuancd 


CY96 CY9? CY98 


COTFIMTATMTJ[JTATSTOTNTD [JT FIMTATM LTJTATS [OTNTD | JTF IMJATM[J [JTATS]O] NID 
























F'Y96 Execution 
FY96 and prior 

rt | Eradimer 

FY9? FY9? and prior 

8S | FProwanming] Budgeting J Enaciment[____——~Enaciment 
POM98-03 FY93-99 FY98 F'Y93 and prior 

Fv99 Budgeting 

FY99 FY9S 
pik 
FY DPG 00-05 POMO0-05  F'Y00-01 


Figure 2-2 PBBS PHASES IN CALENDAR FORMAT 
source: INTRODUCTION TO DEFENSE ACQUISITION MANAGEMENT, 
THIRD ED UNE L9oG 


' Ibid. 
> Ibid. 
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Program Managers of weapon systems must look far into the 
future to determine the fiscal requirements of providing 


logistics spares for the weapon systems of tomorrow. 


B. THE NAVY’S PROCUREMENT POLICY 

Another process which requires adequate planning, time 
and effort, is the Navy’s procurement policy for Mageu 
system acquisitions. The process begins with the generation 
of requirements based on a continuing policy of assessing 
the capabilities of the current force structure to meet the 
projected threat, while taking ING acecoumE the 
opportunities for technological advancement, cost savings, 
and changes im national policy or coctrine: 

As shown in Figure 2-3, all of the above factors are 
incorporated into decisions for the future, and a Mission 
Need Statement (MNS) for the Navy is generated. The MNS 
identifies deficiencies in the Navy’s posture or the 
possible opportunity to introduce new capabilities into the 
Navy’s force structure. Once all requirements have been 
reviewed for similarities, alternatives, and the best 
concept has been identified, the Navy will generate an 
Operational Requirements Document (ORD). Eventually, a 


requirements validation review is conducted to validate and 
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Figure 2-s 
INPUTS INTO TRE sDpEVELOPMENT OF 2 MISSION NEED SIAtTeviant 
Source: INTRODUCTION TO DEFENSE ACQUISITION MANAGEMENT, 
THIRD ED. JUNE 1996 

approve the MNS. Approval identifies the completion of the 
validation process and confirms the need for a material 
Solueion: At this point, the validating authority will 
determine the joint possibilities, and then will forward the 
MNS to the appropriate Milestone Decision Authority (MDA) 
for Milestone O (Concept Exploration) review. The flow of 


the MNS from the originator to the approval authority is 


shown in Figure 2-4. 
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Figure 2-4 FLOW OF MISSION NEED STATEMENT 
Source: INTRODUCTION TO DEFENSE ACQUISITION MANAGEMENT, 
TET RE Bp ene. Vooo 

At this point in time, the acquisition of a major 
weapon system has started its way down the path to concept 
exploration, and eventually to fielding, as shown in Figure 
2-5. However, as Stated earlier, this process is one that 
can take as many as 10 to 20 years. The issue of 
determining, fielding and procuring logistical spare parts 
is one which requires foresight, planning and money. 

One of the single most important issues concerning 
spare parts procurement and funding is the way money is 
allocated and authorized for spending by Congress. Bach 
“pot” of money is assigned to be used for specific purposes. 


Individuals refer to this as money having “different 
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Figure 2-5 PHASES OF A MAJOR WEAPON SYSTEM 
source: INTRODUCTION TO DEFENSE ACOUISITION MANAGEMENT, 
DAI RDe EDo JUNE 1996 


Seliorms. Because of the unique assignment of “colored 
money,” key events in the milestone process must occur or 
funding will not be available for spending. For example, in 
procuring spare parts, the key event is known as_ the 
Material Support Date (MSD). At MSD, Navy item managers 
neake onurol” “of @GNSUFING SUEETCIene Pares SUppeze Ee: sence 
fleet. This process is done with the use of a different 
reOlOr Of Money, Ena Dpelor bo MoD. iiighi@ walyslmere beam ios malig Te) 
spares are purchased with APN-6 (Aviation Procurement, Navy) 
dollars, while replenishment spares are purchased with O&MN 
(Operations and Maintenance, Navy) dollars. 

One might ask, “I don’t see the impact?” The main 
concern is that funding is planned for an event, MSD, to 


take place at a time in the future. Funding is planned with 


the proper amount of pre- and post-—- MSD “colored” Vrunaanc 
If MSD slips, there 1s no longer sufficient funds 66 supoors 
the slippage, and the post-MSD funding cannot be used, 
because the MSD event has not taken place. AS one can see, 
although the procurement process 1S event driven, the PPBS 
process makes it very difficult to accommodate unforeseen 


changes, even ones as simple as a slippage in MSD. 


C. THE ALLOWANCING PROCESS 

The Navy’s Demand Based, fixed protection model, (DBS), 
computes spare parts requirements one component at a time 
without regard to aircraft readiness or inventory cost. The 
Spares requirements calculated for one part is independent 
of the requirement calculated for another part. DBS takes 
into account supply, maintenance, and off-ship resupply 
functions, using force levels, operating tempo, failure 
rates, repair capabilities, turn around times, and resupply 
times. With all of the above variables included in 
calculating allowances, DBS is a requirements method that 
selects what is needed to satisfy demand and insure against 
never having zero ready for issue (RFI) assets when needed’. 
A sample of the DBS, also known as RIMAIR, calculation is 


shown in Appendix A.’ 


: Center for Naval Analysis briefing CAB 94-75 of YJanuary 1995. 
NAVICP operations Policy and Procedures Memorandum #231A of 22 Nov 
1994. 
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D. RATIONALE FOR MOVING FROM DEMAND BASED TO READINESS BASED 


ALLOWANC ING 

As shown previously, the cost of doing business 
tomorrow must be planned for in excess of one year in 
advance. As defense procurement budgets dwindle, logistical 
support for naval aviation has had to create a better way of 
Supporting the front line fighter with less. As a result of 
the Defense Management Review Decision (DMRD) 901, the 
Department of Defense mandated that all Inventory Control 
Points (ICPs) implement RBS in both outfitting and allowance 
Calicut poms.” 

The Center for Naval Analysis (CNA) conducted their 
first at-sea study of RBS on the USS AMERICA in August of 
1993. CNA concluded from that study that Chief of Naval 
Operation’s (CNO’s) Mission Capable/Fully Mission Capable 
(MC/FMC) readiness rates as published in the OPNAVINST 
5442.4M (see Appendix B), could be attained at a cost 
Savings Of 333 Maiiion, CNA im Ghaeir brick of DVantery-1 795, 
describes RBS as a good way for Chief of Naval Operation’s 
staff (OPNAV) budgeters to offset anticipated deficits in 
GCuEliELInd bucgers. 

In the end, the Navy changed its policy and procedures 


in outfitting spare parts for two reasons. First, the CAN 


© NAVICP operations Policy and Procedures Memorandum #231A of 22 Nov 


Loo 4 


1 


provided evidence that shifting to RBS outfitting could save 
in @6xcess Of S33 million see yA vol. Second, upon being 
provided this information, DoD mandated all AVCALS be 
created using the RBS technigue. The bottom line comes down 


to a possible cure for a lack of funding. 


E. CHAPTER REVIEW 

This chapter provided a brief overview of the Navy’s 
Demand Based Allowancing Process. It has shown the process 
of identifying how major weapon systems are presented, 
reviewed, accepted and approved by the senior leaders of the 
Department of Defense. It attempted to show how long and 
drawn out the process of funding approved weapon systems and 
the support required after they are fielded and the 
importance Or the different Peolors” Oe money. 
Additionally, this chapter described the DBS process where 
Spare parts allowancing was conducted on a part by part 
analysis, independent of the allowances of related or 
supporting parts. Lastly, this chapter briefly described 
that the U.S. Navy shifted from conducting allowances from 
DBS to RBS, due to a lack of “expected” funding shortfalls 
in the future. 

The next chapter will discuss RBS allowance analysis, 
development and associated problem areas, and how RBS can 


possibly be executed more efficiently. 
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III. OVERVIEW OF THE NAVY’S READINESS BASED ALLOWANCING 
PROCESS 
A. CHANGES IN THE NAVY’S ALLOWANCE PROCESS 

The previous chapters have briefly explained the 
Planning, Programming, and Budgeting System (PPBS) process 
and the way the U.S. Navy created and assigned repair parts 
allowances for Aviation Consolidated Allowance Lists 
(AVCALS). These chapters have expounded on the long drawn 
out process of approval for funding future requirements. 
Additionally, the previous chapters noted that the aviation 
repair parts allowancing process was somewhat “myopic,” in 
that each part was allowanced independent of supporting 
subassemblies. 

Readiness Based Sparing (RBS) has been proclaimed by 
the Center for Naval Analysis (CNA) as the best way to 
offset anticipated deficits in outfitting budgets and assist 
Chief of Naval Operations staff (OPNAV) budget analysts 
manage the PBBS process and funds execution.” Appendix C 
Shows how the DoD procurement budget has declined over the 
years; Only recently have procurement dollars been 
increased. However, the Secretary of Defense, John Dalton 
in his report to Congress, noted the following difficulty in 
funding investment/mederm zation accounts: - 


g 


CNA Briefing CAB 94-75 of January 1995 
ne Report of the Secretary of Defense found at 
http://www.dtic.mil/execsec/adr98/chap18.html. 
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sie Ae = a abe ols 9 the Department allowed the 
weapons modernization accounts to decrease while 
the force was restructured to meet post-Cold War 
requirements. Additionally, unanticipated 
contingency and other unplanned operating expenses 
caused a steady migration of funds from the 
investment accounts to Operation and Maintenance 
operating accounts. This lower level eve 
investment initially was appropriate as the force 
was right-sized by retirement of older equipment 
and systems. Now, equipment has aged to the point 
that replacement is needed, but the level of 
procurement expenditures is inadequate. An 
increase to at least $54 bal Lavon annual 
procurement in 2000 is needed to achieve the 
required balance towards a goal of $60 billion in 
ZOOL: 


Each RBS AVCAL has been proclaimed to provide the same 
amount of readiness for aviation as with previous Demand 
Based System (DBS) AVCALs, but at a $34 million cost 
Savings. © In comparing RBS and DBS AVCALs, CNA used an 


Aviation Logistics Model (ALM) to obtain the Coser. 


readiness relationship shown in Figure 3-1.°° CNA desceripe. 
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Figure 3-1 ALTERNATIVE AVGALS:; READINESS VERSUS COSt 
Source: CAN BRIEFING CAB 94-75 OF JANUARY 1995 


‘- CNA Briefing CAB 94-75 of January 1995 
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the ALM as a computer simulation that takes into account, 
day-for-day transactions and computes Fully Mission Capable 
(FMC) rates and on hand available allowances for a DBS 
AVCAL, and then compares these projections with the actual 
numbers reported by RBS AVCAL units. 

One might argue that a decrease in actual parts, as a 
result of funding shortfalls, must create a degradation of 
readiness. The ability to increase or maintain readiness 
with less funding, lies in the proper mix of parts included 
in the AVCAL production. The RBS model assigns allowances 
based on the infrastructure support of lower assembly repair 
parts, and the ability of the Air Intermediate Maintenance 
Department (AIMD) to repair Weapon Repairable Assemblies 
(WRAS). On the first ever AVCAL, RBS computations allowed 
the inclusion of 343 more line items than would have been 
used in a DBS AVCAL. The added components were those low 
costing Sub Repairable Assemblies (SRAs) needed to correct 
failures in the high costing WRAs, whose allowances had been 
decreased (aS cost avoidance). Appendix D provides a Sample 


Roo “Ca leillade ion, 


B. PROBLEMS THAT RBS CREATED 
supply officers and maintenance officers, located both 
at intermediate and organizational levels, have built over 


the years a vast level of knowledge on how to support an 


ZA 


embarked airwing. With the advent of RBS, these managers 
had to not only learn the new RBS model, but had to learn 
the limits of their people and supported weapon systems. 

Supply Departments now had to track the logistics 
routes for any possible mission the battle group could be 
assigned. Precious Temporary Additional Duty (TAD) funds 
had to be expended to place senior enlisted personnel at key 
points along the logistic routes. The days of submitting a 
priority replacement regquisition into the system and 
awaiting its arrival was no longer possible. Additionally, 
“excess” spare parts kept onboard to cover requirements 
while requisitioned parts are in-transit, were no longer 
available. RBS had taken those parts off in its cost versus 
readiness decision table. 

Type Commanders and their staff set up matrices to 
track each and every high priority requisition on a 24 hour 


basis. Questions such as: 
e Is the part available? 
e Where is it in the logistics train? 
e Why has the part been sitting at the Air Force 
Terminal for two days? 
e Why hasn’t the ship received the part? They are in 


the same port as the part. 


e If the part is not available, why aren’t we 
expediting the cannibalization of the part from the 
Fleet Reserve Air Group (FRAG)? 

Questions like these were now asked by admirals in 
charge of fleet forces. Answers to each of these guestions 
and related questions were provided in person on a daily 
basis, and via facsimile to the Pentagon at the Chief of 
Naval Operation’s (CNO’s) office. 

Maintenance Officers now had to ensure that all of the 
“TI” (intermediate) level support equipment was available and 
useable onboard the deploying carrier. Extensive training 
of all personnel had to be accomplished, in all fields 
possible. The RBS AVCAL did not allow for slack. bg: 
computing the new allowances, RBS computations took into 
account the level of manning, the benches which were 
supposed to be onboard and up and running, and the training 
requirements that were to be achieved for each carrier. 
Problems arise from the differences in the paper “should be” 
numbers used in computing new RBS allowances, and the 
factual numbers of the equipment, men, training and parts 
available for a deploying carrier and supporting its 
embarked airwing. 

In the three months prior to deployment of a carrier 
and its embarked airwing, the TYCOM supply and maintenance 


staff work continually to achieve the “should be” numbers. 


Every step is taken, from expediting stock requisitions in 
the supply system, to cross decking spare parts from all the 
“non-deploved” carriers and air stations, to cannibalization 
of perfectly good aircraft and test benches to ensure the 
success of the men and women onboard the deploved carrier. 
In 1995, in excess of 1,700 parts were cross decked from 
“non-deploved” carriers and air stations to support the 
CArrier Getting ready to deolov. 


In December of 1994, CNA reported the follow as lessons 


learned: 


Readiness 1S achieved from all integrated 
logistics support (PS) resources — supply, 
Maintenance, manning, and rear-echelon support. 
The supply resources are usually the last ones to 
be calculated uSing critical data that define all 
the other ILS resources. There are many wavs to 
balance the ILS equation to achieve the desired 
level of readiness. Resource allocators choose 
how this is done. We have shown RBS is a tool 
resource allocators can use to cut supply costs 
without reducing readiness or altering other 
SUPDOEE HeEsoureces. 


What can be perceived from this statement and from 
factual numbers, are the issues of creating a fictional 
“clean” and supportive AVCAL, in a realistic environment 


where 100 percent manning, training and support 1s not 


attainable in today’s “right-sized” armed forces. 


= formation presented is based upon the author’s experie be 
6 Division 20m 2925-1225 
re 


r= - 4 
Readiness Officer aboard USS Kitty dawk from April—June 


a) 
4 
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The CNA studies and Type Commander presentations also 
show an increase in the number of on-board cannibalizations 
and Beyond the Capability of Maintenance (BCM) actions.> 

All of the above problems are real, because of a non- 
realistic algorithm incorporated to create savings in an era 
of less procurement dollars (as shown in Appendix C). 
History has shown that spare parts support becomes more 
critical to readiness as weapon systems age and defense 


modernization/investment budgets decline. 


C. PROBLEMS ASSOCIATED WITH RBS 

As discussed above, the RBS model was perceived to be 
the answer to the budgeters nightmare of insufficient funds 
fOr the Luture. However, RBS is built on the premise of a 
“perfect” world, where the supporting infrastructure 1s 
available to support a long logistics pipeline and reported 
data 1S complete, current, and accurate. It also assumes 
that if a Fully Mission Capable (FMC) rate is attained, then 
the matrix measurement of the Mission Capable (MC) rate 1s 
attained. This assumption is incorrect. The following 
example provides proof. 

The OPNAVINST 5440.2M (Appendix B), provides an MC/FMC 
goal for the E-2C of 70/54 percent. Three aircraft are 


assigned to a carrier for deployment. Assume one aircraft 


** COMNAVAIRPAC brief of USS KITTY HAWK’s RBS AVCAL from June-Dec 1994. 
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is down for a part which has a “long” lead time. Squadron 
and shipboard maintainers will continually cannibalize this 
down aircraft, in an attempt to maintain the remaining two 
aircraft in a fully mission capable status. As a result, 
the MC/FMC rate will be 66/66. The fully mission capable 
rate was attained, however the mission capable rate was not. 
Under the above scenario, which is not uncommon during 
deployments, it is evident that meeting EMC does not 
Guarantee MC goals will be met. 

In a Navy where promotion is built on what you can 
achieve with less and how much you can save the Department 
of Defense, one must look hard at the realistic 
attainability of MC and FMC goals. Squadrons are going mire 
do whatever they have to meet all the missions assigned to 
them, even if it means missing the MC or FMC goal. CNA 
admittedly reported that the RBS study accomplished onboard 
USS AMERICA, in 1993-1994 was a success. However; 

.modeling analysis compares a pure RBS inventory 

with a pure demand-based inventory. By pure, we 

mean that all the recommended inventory quantities 

are physically on board the carrier at the 

beginning of the deployment scenario. We know 

that this doesn’t happen in reality. in face 

when AMERICA left Norfolk, 82 percent of the RBS 


WRAs had an actual on,hand quantity equal Co Ene 
recommended RBS quantity...’* 


sae elvst study, CRM 94-140 of December 1994. 
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This study is not attempting to say RBS iS wrong. This 
study is merely pointing out the fact that, in order to make 
assumptions in creating an RBS AVCAL, one must either take 
into accOURE OUF amperitect world of inadecuate fumding 
and/or the fact that not all recommended parts are available 
for supporting the front line war fighters. Making these 
assumptions up front, have forced the fighting sailor and 
airman to create problems which were not previously present. 

The key variable to the success of our sailors and RBS 
is the availability of spare parts. The lack of funding to 
provide spare parts has created a problem of its own. The 
desire and want of rear-echelon commands to ensure the 
proper support of their fellow sailors on deployment have 
lead to a skyrocketing cannibalization rate. In a recent 
congressional hearing a First Class Petty Officer from 
Tactical Electronics Warfare Squadron (VAQ) 131 stated, “The 
lack of spare parts has reached such a low point some young 
Sailors believe that the spare parts are suppose to come 


wild 


from the aircraft instead of the warehouse. However, not 


only is the young sailor aware of this problem. The 
Commanding Officer of the same squadron reported, 


.during a six-month deployment..the readiness 
of his squadron eroded the longer the unit was 
deployed because of spare parts and equipment 
problems..The squadron kept flying by trading parts 
DeEWeen altecrare. 


- Navy Times, Spare Parts Shortage Hurts Fleet-Working Harder to do 


bess, 20 Maren 258 
S ibid. 
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Lastly, the Commanding Officer of the United States Navy’s 
most elite and superior fighter/attack aircraft, Fighter- 
Attack Squadron (VFA) 113 reported, “..[the squadron is] due 
to deploy aboard the carrier Abraham Lincoln and is expected 
to deploy on 9o-hour notice, but could only do so only 
taking @quipment from other Mauacrons.” 

As noted above, an increased rate of cannibalization of 
non-deployed aircraft is a direct result of RBS and austere 
Operation and Maintenance budgets. The next question will 


be, 


“How long can we keep doing this?” 


D. CHAPTER REVIEW 

This chapter took an in-depth look at how a laeGk wee 
funding in the area of defense procurement had an impact in 
the Navy’s procedures in calculating aviation spare part 
allowances. It provided the step-by-step process that is 
used in creating the RBS model allowances, and how key 
personnel must chose cost over readiness. Additionally, 
this chapter presented the many problems that RBS created. 
Problems such as the new management practices that supply 
and maintenance officers must incorporate, in an attempt to 
ensure the safety of our pilots and our Nation, to the high 


Cannibalization rate, which has spread throughout the Navy, 


-" Thid. 
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in a dire attempt to support the fleet. Lastly, this 
chapter has identified the number one issue in the fleet 
today, and the number one reason why RBS might fail in the 
EeraTe. The primary reason for the current lack of bench 
support, higher cannibalization rates, and cross decking of 
parts is the lack of spare parts required to support the 
fleet. The lack of spare parts is caused by the inherent 
lack of planning for sufficient procurement funding for the 
Lucie, and the constant transfer of funds from _ the 
procurement/logistics funds to the operational funding 
accounts of today. 

The next chapter will present the use of an acquisition 
tool called the incentive contract, and how incentive 
contracting combined with acquisition reform can be used to 
possibly improve spare parts support and RBS = AVCAL 


reguirements. 
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IV. INTRODUCTION OF THE INCENTIVE-TYPE CONTRACT 


A. HOW DOES THE INCENTIVE-TYPE CONTRACT WORK 

In his DeSek Federal ACQUIS! E10N and CGOAETACE 
Management, Hearn discusses the subject of incentive 
Goneracting with Ghe tollowine. 


The profit motive is the real essence of 
incentive contracting. There is an implied 
assumption by the [G]Jovernment that a contractor 
will have more motivation in performing the 
contract if there is a chance to increase profits. 
By ACGSDEING aa 2NCenEl Ve COnerace Ene cConuracece 
1S agreeing, at least superficially, with the 
[G]overnment. 

Therefore the objective in an incentive 
GONE Lace 1s CO MoLlvare the COnNEracreEor Or 


Subcontractor to earn more profit. The added 
earnings will be gained by achieving better 
performance and controlling costs. Such Yesulis 


are in the best interest[s] of both the prime 
contractor and the [G]overnment. The technique is 
to adjust the contractor’s profit by comparing the 
value of the completed contract to the cost and 


performance goals set in the contract. The profit 
adjustments may be positive ie coe reward), 
negative (i.e. penalty) or a combination of the 
two. 


As one can see, an incentive-type contract is built on 
the premise of providing a goal for the contractor to 
attain. One or many goals can be established, but as with 
any contract between two parties, the goal must be agreed 


upon by both parties and achievable by the accepting party. 


** Hearn, Emmett E. , Federal Acquisition and Contracting Management, 


Dp. 84565. 


The Federal Acquisition Regulation states’’: 
required supplies or services can be acguired at 
lower costs and, in certain instances, with 
improved delivery or technical performance, by 
relating the amount of profit or fee payable under 
the contract to the contractor’s performance. 
Incentive GCONEDaAcCES are designed to obtain 
specific acquisition objectives by— 
(1) Establishing reasonable and attainable targets 
that are clearly communicated JE the 
CObb Eee ome 
(2) Including appropriate incentive arrangements 
designed to-— 
(1)motivate contractor efforts that might not 
otherwise be emphasized and 
(11)discourage contractor inefficiency and 
waste. 
In combining the FAR with Hearn’s statement, a conclusion 
can be made that an incentive-type contract provides a goal 
Or Gargecu fer (che cCoOneEraceor, Oo areain,. The target is 
usually set by the buyer, as a key goal required in 
attaining the proper outcome. In the instance of logistics 
support, the possible targets could range from a desired 
Mean-Time-Between-Failure (MBTF), to the specific number of 
components produced and delivered within a certain time 
frame. The contracting officer in today’s environment of 
acquisition reform is at liberty and encouraged to create 
any number of incentives and targets in an attempt to attain 
specified goals. The combinations are limitless, and the 
possible gains to both the contractor and the Government may 


be in our best interest. In the words of Dr. Kamins 


“Well-structured contracts and well-designed cont race 


~ 
aw 


° Defense Acquisition Deskbook, FAR 16.4, of December 1997. 
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incentive[s]..are key in focusing contractor attention on 


; 0 
cost reduction.” 


B. THE BESEN-TERASAWA MODEL AND ITS USE WITH LOGISTICS 
SUPPORT 


At this point in the thesis, I would like to introduce 
a model study which has been produced and theoretically 
proven (See Appendix E). The model is called the Bonus 
Incentive Recruiting Model (BIRM), in which the problem of 
determining the correct number of recruiting quotas to 
assign to different regions and personnel is studied. The 
goals of the bonus incentive recruiting model are as 


tellews: 


e Provides an incentive for recruiters to surpass 


guotas and thereby maximize true market potential. 


e Rewards recruiters with monetary bonuses based on 


their work effort and their ability to forecast. 


e Rewards recruiters equitably despite inherent 


regional market differences in the long run. 


e Provides, in the long run, United States Army 
Recruiting Command (USAREC) headquarters with 


valuable market information Eha& allows EO 


“° Dr. Paul Kaminski, Reducing Life Cycle Costs for New and Fielded 


Systems, 4 Dec 1995. 
“" Terasawa, Kang, Quota Based Recruiting System and Bonus Incentive 
Recruiting Moge,, Oct. iz. 1996. 


ey) 
oe) 


efficient ub ireS resource realtOcataan ee Ele 
productive regions. 


e Based on improved forecasting information, the bonus 
model pinay cling yo! ml ls reduces Sate workload and 


minimizes the variance in the mission process. 


e Model 1S adjustable to reflect changing Army 


accession requirements. 


e Model is capable of maintaining quality marks. 


The Besen-Terasawa study concludes that creating a bonus 


Ze 


payment (incentive-type) table provides the benefits to 
both the recruiting command and the recruiter. The key to 
the table is the recruiter’s self assessed “predicted” 
requirements (goals). Maximum bonus is asSigned if the 
recruiter attains the exact amount as his self assigned 
Dred Lenton. If the recruiter attains higher than his 
prediction, the bonus is high, but less than if exactly 
oredicted. Conversely, if the recruiter attains less than 
predicted, the bonus is low, and even less than if he had 
over attained his predicted goal. 

One can see the similarities between the incentive 


Contract FY Uused\ in acoustician, and the Besen-Terasawa 


incentive model for recruiting. The key difference between 


“ The “mechanism” incorporated in the incentive table was originally 
developed by Osband and Reichelstein. 


the Besen-Terasawa model and the incentive contract is that 
the Government sets the targets for goals it wishes the 
contractor to attain. Granted, Nowever, the contractor must 
approve of the targets prior to accepting the contract. 

This study proposes that in the future we use the 
incentive COnEEace to COnauct future Spare Dares 
allowancing. USING “2 “hybrid =Eyoe™ Imeentive “contcrace, 
allowing spare parts contractors to set spare parts 
allowances based on: (1) their own established targets, and 
(2) a minimum Government set requirement, just as it is 
described in the Besen-Terasawa recruiting model. During 
ene interim «Supply Support (155). Shase . (Pre-—MSD) 7. wre 
contractor is providing support to a given limited set of 
fielded equipment. During the ISS phase, the repair parts 
supply contractor is gathering data on the breakdown of 
Parts, components and repair cycles. By uSing the 
Government’s required MTBF and usage rates as a minimum 
SGEEInNG “ERG "cOntracrcor Can. Se Civen. Ene SooCrrun ey Bao 
provide his “best estimate” of the yearly supply parts 
support requirements. Given the contractor’s prediction and 
the Government’s minimum requirements, an incentive table, 
just like the one used in the Besen-Terasawa recruiting 
model can be generated. After a set time of performance, 
EAEy CONEDaECEOr St ACiual “Supporce “numbers scan ~be tcomparca toe 


his “prediction,” and incentives can be calculated for 


ws) 
17) 


profit or penalty. An example model is provided in Appendix 


ne 


C. BARRIERS TO IMPLEMENTING INCENTIVE-TYPE CONTRACTS 

Development and initiation of this type of incentive 
GCOMneEract requires Imgenvity ane cecreativiry. However, aS a 
contracting professional, we must be aware of the fact that 
ingenuity and incentive contracts can create some of the 
most complex pieces of paper put into motion. The Federal 
Acquisition Regulation (FAR) warns us to ™“..negotiate them 
[incentive contracts] in full coordination with Governmene 
enqinecming or lreinG —soceralacts., — Additionally, we must 
be careful to ensure we “..include a cost incentive (or 
constraint) that operates to preclude rewarding a contractor 
for superior technical performance or delivery results when 
the cost of those results outweighs their value to the 
Government.” 

Over the years, incentive contracts have received their 
fair share of Congressional attention. In July of 1988, the 
Office of the Inspector General (IG) reported to the 
Secretary of Defense on Incentive contracts. For 1986, the 
Department of Defense (DoD) had obligated $21.3 billion on 
835 fixed-priced-incentive contracts. The issue being 


investigated was the overpayment, and management control of 


“ FAR part 16.402-2(e), December 1997. 


AA 


““ FAR part 16.402-4(b), December 1997. 
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incentive-type contracts. DoD was responsible for not 
collecting approximately $940 million in overpayments and 
accrued interest valued at $18.6 million. This 1S a prime 
example of how complex incentive-type contracts combined 
with a lax attitude to contract administration can present a 
presumption that incentive-type contracts are bad. 
Contracting officers must remember a contract is not closed 
just because the item or service has been provided. The 
administration and closure of a contract iS just as 
important as aSSigning a contract. 

As noted above, one of the major barriers to assigning 
an incentive contract, is the Government’s past history with 
effectively monitoring, managing and close out of incentive 
COntracts. The second and largest barrier to assigning an 
incentive contract for “parts/logistics support” is Title 
10, United States Code 2466. Title 10, United States Code 
2466 asSigns a percentage limitation of not more than 40 
percent of the funds available in a fiscal year, be used to 
contract for depot-level maintenance and repair facilities. 
(See Appendix G). 

Additional barriers to using incentive contracts for 


“Soares and Logisties support,” fare: 


“> JACG Flexible Sustainment Guide, Appendix F, 14 August 1997. 
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® Contrace lJengens. In the case where the Service 
Contracting Act comes into play, contract lengths 


are limited to five years. 


e Competition. While exceptions do exist supporting 
sole source or other than competitive acquisitions, 
developing sustained philosophies and contracting 
methods that dictate sole source contracting, such 
as this proposed long term incentive contracts, 
would be counter to current public laws. (1.28% 
awarding the incentive contract to a new contractor, 
who has less or higher expectations on the predicted 
value of the target/goal. In this case, the 
incentive model would have to be recomputed and a 
comparison of “best value” to the Government would 


have to be reviewed.) 


e Social Legislation. Since by necessity, contracting 
methods to support the concepts proposed above would 
surely dictate sole source contracting to large 
Original Equipment Manufacturers (OEMs), the Small 
and Small Disadvantaged Business goals set by 
Government contracting would be severely impacted. 

The last barrier I would like to discuss is the current 

corporate hierarchy. Senior leaders today are drawn into 
two different groups, those that advocate logistics support, 


and those who support force modernization. Today’s 


political arena is forcing more and more senior DoD 
executives toward the group favoring modernization. A prime 
example of this mentality is noted in the Deputy Chief of 
Naval Operations (Logistics) speech on 5 November 1996, 
concerning “Balancing Readiness, Resources and Risk.” Vice 
Admiral Hancock is quoted: 

We are spending far too much on logistics relative 

to our combat forces..especially when you consider 

our requirements for force modernization. We must 

transform our current logistics system... First, the 

Need...aS we said, is to generate funds for force 

modernization..within a constrained defense budget. 

The Opportunity..is that I believe we can enhance 

military Capability by shirting signi tiucanc funds 

from support areas to modernization. 
As noted, even the senior leader of logistics for the Navy 
is suggesting we improve readiness through modernization and 
process improvement, and not through improved logistics 
support of what we have. However many within DoD and 
industry question the wisdom of such an approach, especially 


in light of reduced defense budgets and increased weapon 


systems life spans. 


D. ACCEPTANCE OF THE “HYBRID” CONTRACT BY INDUSTRY 

As mentioned above, the use of incentive contracts is 
not a new concept. In November of 1987, the General 
Accounting Office (GAO) reported to the Honorable Senator 
Levin concerning the targets imposed in Fixed-Price- 


Incentive-contracts. Although 2332 CGercenm= €or Sche> YoZ 


contracts, valued at $997 million overran target price, the 
GAO stated: 


.mere achievement of target price is no guarantee 
that the [G]lovernment paid an appropriate price 
under a contract. Target prices are relevant to 
the question of over or under payment only if they 
have been properly established to reflect a 
mutually agreed reasonable price. In theory, this 
can be achieved only when both the [G]overnment 
and the contractor are equally knowledgeable and 
have equal bargaining power anal COntreckL 
negotiations. Without a complete price and cost 
analysis, including all supporting data available 
at the Eime of price negotiations, we iknow “oreme 
way to determine if target prices are reasonably 
set.. Despite these limits, the close clustering of 
final prices around the targets is an indicator 
that Fixed[{-]Price[-] Incentive Contr acs are 
working as they were designed to. 


Acceptability by the Government is the first step, 
however, in order to accomplish the suggested feat, 
commercial business must also embrace the use of spare parts 
allowancing through the use of incentive-type contracts. 
Alan Boyden Or Rockwell’s Collins AVIONLES and 
Communications Division, in discussing the success of the 
use of an incentive contract using Mean-Time-Between-Failure 
MIBTEY as 2ts Goal, Stated the following, - 

The benefits of {the incentive contract]..do 

not end with financial considerations. The pride 

and satisfaction of having been involved in a 

paradigm-busting acquisition program from _ the 

Ground. 7 up 1s apparent nese the spirit and 

“ownership” espoused by both the [G]lovernment and 

contractor program participants. The fact that 


all program success metrics are being exceeded is 
evidence that the use of sound business judgment 


ta 
zo 


Contract Management, AN/ARC-210 Communications Systems Acquisition 
Reform - A success Story, (Abouse 1997) 2 oo... 12. 
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is a superb tool for both the [{G]Jovernment and 
industry 


Added benefits to the contractor, include the ability 
for him to schedule production, because he now has a set 
amount of assets he must produce throughout the year. 

Additionally, with the contractor as the depot repair 
site or receiving direct information from an organic depot 
site, the contractor also has the capability to identify if 
the need for more assets to be manufactured prior to the 
actual order time. With the incentive profit, payable after 
a set time frame, preferably after a year or more, the 
GOmebecror Cam Po0K. forward. “co. Ehe “addsrional sroruE, 
Lastly, if negotiated properly, the contractor can enter 
into an incentive contract with revisable goals. Hy elas 
way, the contractor can continually strive to manufacture 
“better” parts in an attempt to attain a higher “predicted” 


goals and follow-on incentive profits. 


E. CHAPTER REVIEW 

This chapter has introduced the concept of the 
incentive-type contract and the goals associated with it. 
It has also introduced the Besen-Terasawa incentive model, a 
model that allows the Government to incentivize based upon 
the contractor’s predicted goals. This is a major change to 
the standard Governmental incentive-type contract in which 


the Government sets the goals for the contractor to attain. 


4] 


This chapter has also shown that both contractors and 
Government personnel are amenable to using incentive 
contracts to attain sufficient parts support in an era of 
“shrinking” DoD budgets. However, there are major barriers 
that must be overcome, from “outsourcing” depot repair to 
the acceptance of allowing contractors to predict and assign 
Spare parts allowances. Lastly, this chapter has shown that 
incentive-type contracts are not new and are found to be 
“effective” by the Government (GAO). 

Subsequent chapters will be concerned with the 
gathering of data of three weapon systems, and determining 
if the use of incentive-type contracts are a viable 
alternative to the spare parts allowancing process. 
Finally, a cost and readiness comparison will be conducted 
to show theoretically, if incentive-type contracts are cost 


‘effective in today’s austere budget environment. 
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V. DATA REPRESENTATION 


A. COST AND DATA OF WEAPON SYSTEM A (PAST) 

The first of three weapon systems to be examined is 
the Night Targeting System (NTS), for the AH-1W, Cobra 
helicopter (series “whiskey”). The Interim Supply Support 
(ISS) phase for this system commenced in 1993, with an 
expected Material Support Date (MSD) of April 1997. LSS 


allowances established in 1993 are depicted in Table 5-1. 


[Uzee-wire | $85,000.00 | oraaoaees | PES 
- ; LHG 
VCR 


1 
2 


1 2 
LL-798-M185 $4,000.00 01-430-3970 | _ RLsew. 
LL-Z98-M186 $13,000.00 01-431-6747 | CRT MONITOR 


LL-298-M187 $16,000.00 01-431-6742 | CCD CAMERA 
LL-Z98-M188 $35,000.00 01-430-6901 | VCR 
LL-Z98-M189 $140,000.00 ia | TIS (FLIR) 
LL-Z98-M190 $200,000.00 Te RFTDL oy 
tao] 508,500 


Table 5-1 
SNAPSHOT INFORMATION OF THE NIGHT TARGETING SYSTEM 
COMPONENTS 
Source: DEVELOPED BY RESEARCHER 





Upon reaching MSD in April 1997, the allowances for the 


NTS had been adjusted to support all AH-1W helicopters. 


ndowever, 


the allowances directed to the fleet. 


because of 


funding was not available to procure 100 percent of 


Table 5-2 shows that 


funding shortfalls and re-appropriation of funds, 


this weapon system had a 42.03 percent monetary shortage of 


allowances to support the fleet, 


Planned 
Standard |Quarterly} Program Unfunded 
Old NIIN Old Cost New NIIN alowancs Alowanc Price Demand | Requirement —s 





LL-298-M178 M178 | $98,000 | 000 | 01-430-4088 | -430- 4088} 1 














LL-Z98-M189 | $140,000 ae 


2 
1 
Pi 
3 
3 
2 
Zz 
1 
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Tc zaeia ss 000[oraapaeso| 2] —7 | ss 0- 
[ELz9e-wi80| $95,000 | orea0see2 | 4 |e 
[ELzee-wiex] $4000 [oras03060[ 2 [7 
ELzee-wie2]| $6000 [orssoeere| | 0 


Pi 


[ELz8e-Mire4 | $16,000 [or-430-3068[ 2 [9 


yi 


1 


[ELzee-wies| $4,000 [orsvose7O] 2 [7 
ee ee ee te 
[Lozee-wie7 | $16,000 [oraareraz| 1 [6 

ee 
-z06-wi90 | $200,000[ fo [ofan 0 


Table 5-2 


rsiea0 | eae [aa [a 


as of May 1997." 


| 13 | $889,830 | 830 | 29.64 | 64 Se 





a 
a 
oz [se fs 
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11.48 63 


$7,660 


$15,660 


$140,000 


THE NIGHT TARGETING SYSTEM NEW PRICES AND ALLOWANCES 


Source: 


These tables show that it 


completely outfit 
instructions in 


4000.36A), 


(consisting of a mere eleven items). 


issue. 


place, 


(e. 


weapon 


system, 


Siew 


DEVELOPED BY RESEARCHER 


is not always possible to 
even with proper 


the NAVSUP InStruceroen 


and proper steps in funding for a weapon system 


Funding becomes an 


‘" Unfunded and PPR allowances gathered through NAVICP snapshot. 
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Table 5-3, represents the current parts posture of the 
NTS. It should be noted that deficiencies still exist ina 
system that has been in use for over two years. Sadly, the 
percentage of monetary shortfall of allowanced quantities 
has increased to almost 50 percent. In amilitary logistics 
arena where funding is lacking, spare parts support does not 


eppear to be a high priority. 


Planned 
Standard |Quarterly| Program Unfunded 
Old NIIN Old Cost] New NIN Alowance Alowancs Price Demand | Requirement a ee 


LL-Z98-M178- M178 | $98,000 | 000 ; 01 | 01-430-4088 4088} 1 | | 13 | $889,830 | 830 eezen 22 | 104 


iLzsewi|sos000| orsvosew| 2} 7} ssmno 2a] ae 
UL-Zee-wie0] $95.000 rsa03e62[ [9 _[sie5a00[ 698 [2 | 
ELzee-wier| $4000 [or#a0a060| 2 | 7 [see | vars | we | a8 
ELzee-wiez| sso00 [or-eoee7e| | 0 | sez | ose | is | 

2 

2 

1 
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Eizae-wie4| s16,000] r-aso-aes@ | 2 [8 [swarm ofa |e 
ELzae-wias| $4,000 [or-aa0-3e70 | 2 [7 sao | 180 [|e 
Uezee-wie6 | $1a,000] OFaar-eraT | 4 | a—*f Sse] tae fa | 
[L-z86-wta7| Si6,000] or-asr-e7az |_| 8 *| saatao] tse fe | 
czee-wias|sia0000) || 0 *feraooo) 0 | 
-za6-wia0|s200,000 [| 0 _‘fsa0oo00] of 


Table 5-3 
THE NIGHT TARGETING SYSTEM UNFUNDED REQUIREMENTS 
source: DEVELOPED BY RESEARCHER 
B. COST AND DATA OF WEAPON SYSTEM B (PRESENT) 
The second of three weapon systems to be examined is 
the Automatic Flight Control System (AFCS) for the H-46, Sea 


Knlagne, heliceprer. The Interim Supply Support (1SS) phase 


for this system commenced in 1995, with an expected Material 


Support Date (MSD) of May 1998. ISS allowances established 


in October 1995 are depicted in Table 5-4. 


01-427121221 $76,190.00 FLT CONTROL GROUP res FF 
Tota Cost $628,220 


Table 5-4 
SNAPSHOT INFORMATION FOR THE AUTOMATIC FLIGHT CONTROL 
SYSTEM 





Source: DEVELOPED BY RESEARCHER 


Upon reaching MSD in May 1998, the allowances for the 
Automatic Flight Control System had been adjusted to support 
all H-46 helicopters. Again, funding was not available to 
procure 100 percent of the allowances directed to the fleet. 
Although allowances had been reduced, Table 5-5 shows the H- 
46 AFCS has an allowance shortfall of over 75 percent as of 
the time of this study (May 1998). This shortfall is 
primarily due to funding constraints and re-appropriation of 
fies EO Higher orl oarey programs. ~*° 

During the Program Objective Memorandum (POM) phase, 
Chief of Naval Operation’s staff (OPNAV) continually plans 
and provides for only 85 percentron Ene tilt funcimg 


requirements destined for logistics support. This is done 


*° Unfunded and PPR allowances gathered through NAVICP snapshot. 
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Planned 
Old Standard)}Quarterly} Program Unfunded 
NIIN Old Cost PCA vane ae meas $2,060 P00 ie ee — 


raat arr] saae000 | cox | 7 — = 
peaze awve | eeR Ya vey 


}01-421-1220 | 1220 | $2,290.00 | 390 00 Pe | | $2,290 __ 390 1. | 1.50 | 


01-421- — ae 190.00 — Betok 190 a 
CONTROL 
GROUP 


a2 seo | 0 


Table 5-5 
AUTOMATIC FLIGHT CONTROL SYSTEMS NEW PRICES, ALLOWANCES 
AND UNFUNDED REQUIREMENTS 
Source: DEVELOPED BY RESEARCHER 







to “incentivize” item managers to seek out cost saving 
initiatives while still attempting to support the fleet. In 
both of the above weapon systems, the monetary shortfall is 
greater than the 15 percent shortfall OPNAV initiated during 
Msp. 

Again, these tables indicate that, even with proper 
instructions and weapon system funding/procedures, support 
to the fleet of this six component weapon system logistics 


package is not always possible. 


C. ESTIMATED COST AND DATA OF WEAPON SYSTEM C (FUTURE) 

The last of the three weapon systems to be examined is 
the AN/AAQ-14 Precision Strike Forward Looking Infra-Red 
(BLDR) “Systeme tor Ehe w=l4, Tomear Fighter rm al«erare. The 
Interim Supply Support (ISS) phase for this system commenced 


in 1997, with an expected Material Support Date (MSD) of May 


47 


1999. ISS allowances are depicted below in 


01268-5008 
01-327-2548 
CIRCUIT CARD ASSEMBLY 


01-365-9470 RECEIVER-TRANSMITTER 


01-373-2769 | $363,025.29 ROLL SECTION, TARGET 
01-379-4943 $3,890.94 AMPLIFIER, ELECTRONIC 


01-380-8079 | $12,366.99 ACTUATOR, ELCTRON-ME 
01-388-2919 98 993.21 ELECTRONIC COMPONENT 


01-398-2147 | $3,404.15 
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Table 5-6. 


Current Allowance 
1 


Nomenclature Current Allowance 


071-415-7720 |; $13,650.35 | PISC CIRCUIT CARD ASSY 1 


01-422-7337 | $14,520.00 | ELECTRONIC COMPONENT 
01-422-7339 | $5,890.00 | ELECTRONIC COMPONENT 
1 
1 


[6¥-426-5000 | $9,960.00 _| GENERATOR, SYMBOL HE[ 1 
[0¥-#26-5160 | $190,390.00 | PANAL, CONTROL ELECT [7 
[Toralcont [547805565] 


Table 5-6 
ALLOWANCE LISTING FOR THE PRECISION STRIKE FLIR. 
Source: DEVELOPED BY RESEARCHER 





Upon reaching MSD in May 1999, the allowances for the 
Precision Strike FLIR are expected to be adjusted in order 
to support all F-14 aircraft (approximately 8 Aviation 
Consolidated Allowance Lists - AVCALs). With procurement 
funding expected to continue to decline until the year 2000, 
one could assume this weapon system will have similar 
allowance shortfalls as the AH-1W NTS and the H-46 AFCS. 
The past pattern shows a 24 to 50 percent shortage in 
funding, which equates to a monetary shortfall of $3.3M to 
S7.0M for this system alone. However, this system is 
currently showing “unfunded” requirements valued at 
$28,828,283.77, which equates to a 95 percent shortfall. 

The preceding tables of weapon system allowances are 
Dile, (Eabee lVileta contanual IiSe “of approximates ro0U7s vand 
procurement funding is still expected to decline over the 


next several years. 
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D. INTERVIEW RESULTS 

Interviews with item managers and major Department of 
Defense contracting company personnel revealed that funding 
shortages are not expected to end anytime in the near 
future. Personnel interviewed would not comment when spare 
parts (logistics) support funding shortages are expected to 
end. However, barring any emergent funding from Congress 
and OPNAV to make up for the “unofficial” $800 milvien 
logistics deficiency that already exists, one can be certain 
from the budget predictions that it will not be until after 
the year 2000. 

With funding being the number one issue of providing 
repair parts support to the fleet, a majority of interviewed 
item managers agree that the United States Navy must look to 


alternatives to allowancing and outfitting the fleet. 


E. CHAPTER REVIEW 
This chapter has assembled data for three weapon 
svstems that are in different stages of the outfitting 
process: 
(1) The “past” system is the Night Targeting System, 
which has gone through the ISS phase, MSD, and has 
been in use by the fleet for the past year. It isa 


system which should be fully supported for, however 


is only supported at 45 percent of its allowance 
reguirement. 

(2) The “current” system is the Automatic Flight 
Control System, which has gone through the ISS 
phase, MSD and is new to the fleet. It is a system 
which is starting its fleet support in a 20 percent 
monetary/allowance deficient status. 

(3) The “future” system is the Precision Strike FLIR, 
which is currently in its ISS phase, and is not due 
to teach MSD  uncil May 1999- Le -6OC, > as eulsoura 
system “doomed” to reach MSD in an expected 
monetary/allowance deficient status. 

Although previous chapters have introduced and 
discussed the methodical and step-by-step procedures set out 
to properly outfit the fleet, the data in this chapter 
indicate the end results are not even near the desired 
CUECoMe: In each instance, the weapon system has entered 
the fleet with insufficient spare parts to support the 
fielded system. 

The next chapter will take a theoretical look at each 
of these weapon systems and examine the possible advantages 
of using an incentive contract model for assigning spare 
parts allowances. Additionally, the study will review how 


“creating” a more precise AVCAL can lead to the possibility 


of accurately predicting future spare parts budgets EOr )ahe 


future. 
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VI. ANALYSIS - MODEL COMPARISONS 


A. WEAPON SYSTEM A (PAST) 
The “Past” Weapon System examined in the previous 
chapter was the Night Targeting System (NTS) for the AH-I1W, 


Cobra helicopter. The Allowance listing at Material Support 







Date (MSD) for the NTS is provided below in Table 6-1. 
Unfunded 


Planned 
Program 
Pre-MSD New Post-MSD | Quarterly | Requirement 
New NIIN Price plowanee — Price Demand Aggregate Requirement 


}01-430-4088 4088 | $98,000 | 000 | $889,830 _ 830 
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orasosa| wesamo |i | 8 esa [rae] as ar 
or-4a0-2679| $5000 | 3 | 0 | S820 | ore | Te 
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or-aao-sese| s16000 [2 [8 | saar70 | 02s [SBP 
oraso-se7o| S400 [2 [7 | sro | 0 |e TT 

Os 
A ne 
| $38,290 | 290 | 12.42 | 42 


TOTAL $03 ene IE Fc 322, a 
COST 


Table 6-1 
THE ALLOWANCE LISTING FOR THE NIGHT TARGETING SYSTEM AT 
MATERIAL SUPPORT DATE 
Source: DEVELOPED BY RESEARCHER 


or-aai-6747| $19,000 | 1 


1. RBS MODEL VERSUS INCENTIVE-TYPE CONTRACT MODEL 

We will assume an incentive contract is agreed 
upon by both the contractor and the Government one year 
prior to Material Support Date (MSD). An additional 


eSSuUmpeion 2S that the ~“medoctiared Jeanger spziee 225 10 


a 
lad 


percent above pre-MSD prices. The 10 percent increase 
assumes an estimated increase due to inflation and other 
unrelated factors. This figure can be “negotiated” up or 
down depending on current economic conditions. Lastly, am 
assumed profit (target profit) and maximum incentive profit 
is 7.5 percent of the total price for all of the Planned 
Program Requirements (PPR) (target price), and a ceiling 
Drice Will be 220 percent cf Sthe (tarcer “cost. For 
Simplicity, the incentive profit will be weighted for each 
part based upon price. If the incentive profit is not 
properly crafted, the contractor can “game” the system by 
incurring small penalties for high cost parts that do Tee 
meet minimum requirements, and by taking large incentives by 
producing low cost parts which greatly exceed the minimum 
requirements. However, this hybrid incentive contract 
prevents this from occurring by using the price of Wieme 
component aS a weighted percentage factor of the total 


incentive or penalty. 


“Negotiated” dlargem Cost 527,06 7,000.— 
Target Prokit® © $2,099,025. 

Targeu Price: » 30,086; 025. 

Ceiling Price: $33,584,400. 


Maximum Incentive: ~S2,099- 025. 


Negotiated Target Cost is 110 percent of the sum of the products of 


Pre-MSD Prices and their respective Planned Program Requirement 
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Share Ratio: 70/30. 
For this illustration, the contractor’s predicted demand is 
set 15 percent above the quarterly demand specified in Table 


6-1 (As shown in table 6-2). 





PREDICTION 
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+30% +35% 
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| Govt Min 
+40% 


+45% 
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Min+20% 
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+25% 
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Min+30% 
$1,017,962! $1,101,923! $1,185,884] $1,269,845! $1,353,806] $1,437,767 $1,479,748! $1,437,7671 $1,353,806! $1,269,845 
Min+35% 









$0| $1,116,891] $1,200,852] $1,284,813] $1,368,774] $1 inci Sousa $1 Fe See ee 
+40% 

Govt | $0| $1,238,425} $1 322,386] $1,406,347) $1,490,308] $1,574,269) $1,658,230) $1,742,191] $1,826,152) $1,868,132) $1,826,152 
Min+45% 

Govt $0] $1,385,357] $1,469,318] $1,553,2 ; $1,637,240] $1,721,201] $1,805,162 ass $1,973,084] $2,057,045] $2,099,025 
Min+S0% 


Table 6-2 INCENTIVE TABLE FOR “PAST” SYSTEM 
DOULTCe: DEVELOPED BY KESEARCHER 
After one year of operation in the fleet, the actual 
quarterly demands are presented in Table 6-3. 
Suppose for this unit, the Final Negotiated Price is: 
221, OUO OOO: 
Props: 


S20 U2 eae 279d) O00 = 2 sO, UCC 2 i0e s ror A ee. 


hi 
hi 


Demand 


Based 
Upon Evaluation 
Govt. Predicted ; Actual above or 
Minimum | Quarterly |Quarterly| below Govt. Total 





New NIIN MTBF Incentive 
01-430-4088| 34.87 | 29.64 19.22 45%  |$1,406,347| 0.26 
01-430-9689! 10.85 2.62 76%  1$1,553,279] 0.23 | $351,608 | 
38.31 32.56 (ae 67%  |$1,553,279; 0.01 
-321 % _| ($461,786) 
071-430-9691 0.23 | 30% 
01-430-3959| 0.33 O25me | see ese: 
01-430-3970| 0.001 | O | 1.5 | -14900% |($461,786) 
01-431-6747! 0.01 -13200 % 1($461,786)! 0.03 | -$15,987 | 
0.04 | -$19,677 
57% ($1,553,279) 0.09 
Table ©-3 


ACTUAL QUARTERLY DEMANDS FOR THE NIGHT TARGETING SYSTEM 
pource: DEVELOPED BY RESEARCHER 
Incentive/ Penalty (from Table G—-3) > Sipees7 ccs. 
Price to Government: 
$27,500,000 <4 $2,245,125 + Si 305, 6635 Soe Ome Soe 
CON racLOr S Profit Race: 


SS, 5507 78S 7 2775007000 = 12a 


In this example, both the Government and the contractor 
would have worked together to improve the limited number of 
high failure components to the fleet. This “teaming” would 
have incentivized the contractor to attain the “extra” 
incentive profit. 

Im the case of the. Nis, the actual new prige. 
negotiated by the contractor were 3.5 times greater than the 


pre-MSD prices. The total funding required to fill alll 


post-MSD assigned allowances was $131,115, 850. Funding at 
the Chief of Naval Operation’s staff (OPNAV) 85 percent 
level would have equated to $111,448,475. In comparing the 
above incentive figures with the OPNAV funding, a cost 
Savyineds Of SeOy7so/,687 1S (evident eeor Ehis alimstrarrve 


example. 


B. WEAPON SYSTEM B (PRESENT) 

The “Present” Weapon System examined in the previous 
chapter was the Automatic Flight Control System for the H-46 
Seca, Knight helicoorene The allowance listing for the 


Automatic Flight Control System is provided below in Table 


Ora. 










Planned Program 
Pre-MSD Post-MSD} Quarterly | Requirement Unfunded 
Price plonanoe crane Price Demand i sn mes aor 
001-421-1216 | $2,060.00 | 060.00 | $2,060 060 | 1.00 — .00 
oieaai- Tata] $4,490.00 $1420 i ee 


Table 6-4 
ALLOWANCE LISTINGS FOR THE AUTOMATIC FLIGHT CONTROL 
SY ora. 
Source: DEVELOPED BY RESEARCHER 


1. RBS MODEL VERSUS INCENTIVE-TYPE CONTRACT MODEL 
Again we will assume an incentive contract iS agreed 


upon by both the contractor and the Government one year 


prior to Material Support Date (MSD). An additional 
assumption is Chat the “negotlatea” target cost 1s eee 
cercent above pre-MSD prices. This percentage is used te 
assume an expected increase in economy, and other negotiated 
actors. Lastly, an assumed profit (target profit) and 
Maximum incentive profit is 7.5 percent of the total price 
for all of the PPR requirements (target price), and a 
ceiling price will be 120 percent of the target cost. Again 
for simplicity, the incentive profit will be weighted for 
each part based upon price. If the incentive profit is not 
properly crafted, the contractor can “game” the system by 
incurring small penalties for high cost parts that do "mee 
meet minimum requirements, and by taking large incentives by 
producing low cost parts which greatly exceed the minimum 
requirements. However, this hybrid incentive contract 
orevents this from occurring by using the price of (ieee 
component as a weighted percentage factor of the total 


incentive or penalty. 


“Neg@tiated” Taroer Costs  Sipeco oe, 
Parecet Protit: HSe547 7416 

Target Price: $7,951,366. 

Cei lino Prve@e: Sete7s 044. 


Maximum Incentive: $554,746. 


30 ,- * . P 
Negotiated. Target Cost is LlQ .pereent ci Ehessun ot tne proccess ct 


Pre~-MSD Prices and their respective Planned Program Requirement 


DK 


Share Ratio: 70/30. 
For this illustration, the contractor’s predicted demand is 
set 15 percent above the quarterly demand specified in Table 


6-4 (As shown in Table 6-5). 


PREDICTION 


Govt. Min | Govt. Min |Govt Min + |Govt Min |Govt Min {Govt Min |Govt Min |Govt Min |Govt Min |Govt Min {Govt Min 
+ 5% eer +15% +20% +25% +30% +35% +40% +45% +50% 
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than 5% | | | | 
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T jGovt | $0| $212,087 $234,277| $245,372} $234,277} $212,087| $189,897] $167,707 $145,517 $123,328] $101,138 
Min+15% 
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able 6-5 INCENTIVE TABLE FOR “PRESENT” SYSTEM 
SsOurCce: DEVELOPED BY RESEARCHER 

















For this weapon system, we will review two hypothetical 
Situations that can occur after one year. First, the system 
works as designed and the Mean-Time-Between-Failures 
(MTBFs)/quarterly demands are exactly as predicted by the 


GONETAaCcCtor. 


a 
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Evaluation 
Above or 
MSD Below Govt. |} Incentive 
Price New NIIN Demand | Demand ||ncentive| Requirement] from Table| Incentive 







Pre/Post 

















$245,372 
Table 6-6 
INCENTIVE PROFIT BASED UPON THE CONTRACTOR MEETING PREDICTED 
VAEUES. 


source: DEVELOPED BY RESEARCHER 


Suppose for this situation, the Final Negotiated Price is: 
cies 0) Oyd 610m 

Prong. 

S954, 1/46. 4+ [S7,396,620 — 77,5007 0C0)] = Ses =o 5c577 cle 
Incentive/Penalty (from Table 6-6): $245,372. 

Price to Government: 

Spor OOO. "oo 87.0 OU a) S24 op 2 eee oe 
CONErPaCtor’ s, Promit Rate; 


Sool, lez YY S/,3007000.= imtadez 


Under the second scenario, we will assume the 
contractor had problems with the low costing components and 
was only able to meet Government minimum requirements. 


However, for the one high cost component, the contractor was 
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able to exceed the Government minimum requirements by 25 


percent. 


Evaluation 
above or {Incentive; Weight 
of Total 
New NIIN Incentive! Incentive 


ora2i-12%6| 1.18 | 1 | 118 | 0% | so | o0o2 | $0 
for-21-1217| 1.18 | 1 | 118 | 0% | so | 003 | 80 
forazi-i2te| 1.18 | 1 | 118 | 0% | so | 002 | so 
for-42i-1220] 1.76 | 1.5 | 1.76 | 0% | so | 003 | $0 
for-aat-t223] 1.18 | 1 | 118 | 0% | 80 | oo2 | $0 





PNGENT IVE FRORTT Bast a ee EBEACEEDING ONLY 
ONE PREDTECIION 
Source: DEVELOPED BY RESEARCHER 
Suppose for this scenario the Final Negotiated Price is: 
7 UU 0Ue 
ae mage: 
Sood, 746 = oi, 396,620 — 7,500,000) ons — 6535, 760- 
Incentive/Penalty (from Table 6-7): $246,267. 
Price to Government: 
Si, 500,000 + 55857760 + -S246,767 = 582332, 027. 
COMEEaCuor Ss: Proltie Raves 


Seo, U2e 7 277500, 000 — L120, 


In the second scenario, the contractor met Government 
minimum requirements, which assumes parts were available 


when the fleet required them. Additionally, one must assume 


6] 


the contractor had to put in extra hours, time and money to 
attain such a low MTBF rate on the most expensive component 
in the weapon system. The profit increase of one-one 
hundredth of a percent, shows that the contractor Cannes 
“play” the system, by only attaining a low MTBF on one 
component, while letting all the others fall below his 
predicted value ‘ie below the minimum Government 
requirements. 

In the case of the automatic flight control system, the 
actual new prices negotiated by the contractor were the 
Same, and the allowances were reduced by a factor of 2. The 
total funding required to fill all post-MSD assigned 
allowances was 56,124,200.” Funding at the OPNAV 85 
percent level would have equated to $5,715,570. In 
comparing the above incentive figures with the OPNAV 
funding, a hypothetical cost of an additional $2,616,457 
would have to be incurred. However, this price includes the 
100 percent availability of parts to assigned allowances. 
As opposed to the shortages of parts assigned to the 
assigned allowances for the fleet. The total “unfunded” 
parts requirement in the fleet for this weapon system is 


currently $1,665,440.*% Although not within the scope of 


"This value is thedeumeof tne products of the Post-MSD price and its 
respective Planned Program Requirement. 

* This value is the sum of the products of the Post-MSD price and its 
respective Unfunded Requirement. 
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tituse Pheste, One could ask “Wheat 2S ENG orice GE Eeaciness 


Ipeeiks Sieuarlon 


C. WEAPON SYSTEM C (FUTURE) 

The “Future” Weapon System examined in the previous 
chapter was the Precision Strike Forward Looking Infra~Red 
(FLIR) system for the F-14, Tomcat Fighter aircraft. The 
allowance listing for the Automatic Flight Control System is 


provided in Table 6-8. 


| NIN, | PreMSD Price | Nomenclature |Current Allowance _| 
| 01-267-7287__ | $9,543.12 | ELECTRONIC COMPONENT | 1 
| 01-268-4084 | 95,983.98 | ELECTRONICCOMPONENT | tt 
| 01-268-5008 | S190.55 | CIRCUITCARDASSEMBLY | 
| _01-268-5000._ | $2,59950 | CIRCUITCARD ASSEMBLY | 
| 01-268-5010__ | $2523.35 | CIRCUITCARDASSEMBLY | 
| 01-268-5733_ | $16,953.70 | SRELAYASSEMBLY,OPTIC | 
| o1-269-0867_ | $12,471.18 | SC MOTOR,CONTROL | 
| 01-202-6733__ | $17,213.74 | CROLLASSEMBLY,OPTIC | 
| 01-327-1271_ | $1508.41 | CIRCUITCARDASSEMBLY | 
| 01-327-2548 | $2,007.54 | CIRCUITCARD ASSEMBLY | 1 
| 01-328-0081_ | $2,328.89 | CIRCUITCARD ASSEMBLY | tT 
| 01-351-0611_ | $7,438.21 | ELECTRONIC COMPONENT ft 
| 001-358-5160 | $8,661.68 | CIRCUITCARD ASSEMBLY | tt 
| 01-362-6761_ | $12,067.68 | ELECTRONICCOMPONENT | 1 
|__01-362-0049_ | __—$130,14351_ | ss POWERSUPPLY | 
| 01-362-9743_ | $8,980.05 | ELECTRONIC COMPONENT {| 1 
| 01363-0363 | $6,626.51 | ELECTRONICCOMPONENT | 1 
| 01-363-7072_ | $92,658.75 | CC AIRCONDITIONER | 
| 001-363-9488 | $26,78489_ | SCANNER,MATCHEDSET | 1 
| 01-3643118 | $7350353 | C(DETECTORASSEMBLY | 
| 01-364.9008 | $8,319.64 | ELECTRONIC COMPONENT [1 
| o1-se-o167_ | $3,192.88 | CIRCUITCARDASSEMBLY | 
| 01-365-6880_ | $21,972.40 | ELECTRONIC UNIT,LASER | 1 
| 01-365-9470_ | $228,746.12, | SM RECEIVER-TRANSMITTER tT 
| 01-366-3000 | $21,634.06 | ELECTRONIC COMPONENT | 1 
| 01-37-2768 | $363,025.29 | ROLLSECTION, TARGET | 
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1 
TARGET SET, RADAR 
01-729-8441 
fe etal Cost a S18 7501S 15:65 | ee RI oO 
TABLE 6-8 ALLOWANCES FOR THE PRECISION STRIKE FLIR 


Seurce: DEVELOPED BY RESeaARC ek 





1. RBS MODEL VERSUS INCENTIVE-TYPE CONTRACT MODEL 

In this final weapon system we will again assume an 
incentive contract 1S agreed upon by both the contractor and 
the Government one year prior to Material Support Date 
(MSD). As in the previous two weapon systems reviewed, we 
will assume that the “negotiated” target cost is 10 percent 
above pre-MSD prices. Again, the 10 percent increase in 
price is to account for inflation and unrelated néegdotiage« 
changes. An assumed profit (target profit) and maximum 
incentive profit is 7.5 percent of the total price Tori 
of the PPR requirements (target price), and a ceiling price 
will be 120 percent of the target cost. Again for 
Simplicity, the incentive profit will be weighted for each 
part based upon price. This prevents the contractor from 
taking a small penalty by allowing high cost parts to fail 
at a high rate, while taking multiple “awards” by keeping 


low costing parts within or above the predicted values. 
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“Negotiated Pardee Costus, 408,055. 

Tasoet Profik:  S2,505, 642. 

Merge Price: $55,914,254: 

Ceiling Price: 340,090, 363. 

Maximum Incentive: $2,505,648. 

Share Ratio: 70/30. 

For this TilUstrat ton, the COmEractor Ss predicted 
demand/mean-time-between-failure (MTBF) is assumed to be set 


15 percent above the allowance specified in Table 6-8 (As 


shown in Table 6-9). 








PREDICTION 


Mee aa a PREDICTION. = 8 ee 
Govt Min |Govt Min + |Govt Min+ |Govt Min. |GovtMin |GovtMin {|GovtMin |GovtMin |GovtMin  |Govt Min 
5% 10% +45% +20% +25% +30% +35% +40% +45% +50% 
5%+ 
5% 
ee 


Govt Min | Min 


el 
jm Rc aR eR la 
| er a og 7 ee] a 
SPI eel) “Gee 
+ 
ES | shan nenfasempsempanairsemisen| wen] soo oe 
7 
SPS nies a i Mai cons 
SS SSS 
ee eee 
: 
SPM ihn) +n inn enna cn ble 
+ 
70s eal inn ii i Bi hii 
In 


Table 6-9 
INCENTVE PROFIT TABLE FOR THE PRECISION STRIKE FLIR. 
Source: DEVELOPED BY RESEARCHER 















*° Negotiated Target Cost is 110 percent of the sum of the products of 
Pre-MSD Prices and their respective Planned Program Requirement. 
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Since all outcomes for this weapon system are 
hypothetical, we will look at a good, bad and indifferent 
scenario outcome to determine the impact on fleet readiness 
and. COMEraclOr Meortt. 

For the first scenario, we will assume that the 
contractor 1s having difficulty maintaining its predicted 
MTBFs. We will assume the contractor is able to maintain 
Government minimum requirements for the high cost items 
(cost greater than $20,000), but tell short of fae 
Government minimum standards for the low cost items (cost 


less than or equal to $20,000). 


Demand 
Based Upon Evaluation 
Govt. Predicted Actual above or below 
Minimum Quarterly Quarterly Govt. Incentive from Weight of 
MTBF Demand Demand requirement Table Incentive Total Incentive 
|_ 014-267-7287 | 118 | 1 | to] 10% Seas oe |, Soe 
01268-4611 [| 118 | 1 7 OT HUTT 88H 
| o1-268-4084 [118 | 1 T 10% | IS | HT -81, 884 
| o1-2685008 | 118 | ff io 0% | 1243] 1% 2 
| o1-2685009 | 118) {| TCT OT -10% | 85124 || 015% ~— | -$800— 
| o1-268-5010 | 178 | tT 10% SHIA] 14% STH 
| 097% | $5.39 
| 038% | $2,083 
| 071% | $3,927 





Demand 
Based Upon Evaluation 
Govt. Predicted Actual above or below 
Minimum Quarterly Quarterly Govt. Incentive from Weight of 
Demand equirement incentive 


| CESS Eee ee ee ee ee eee ee ae 

| o1-7208aa1 | 118 | tT OT 10% | 124G| 0.20% | -B1 575 

| SSS ae a a ae eae ee ee ee 
Table 6-10 


INCENTIVE PROFIT BASED UPON MEETING MINIMUM GOVERNMENT 
REQUIREMENTS FOR PARTS COSTING MORE THAN $20,000 AND NOT 
MEETING MINIMUM REQUIREMENTS FOR PARTS COSTING LESS THAN 

22.0, 000 
SOuULce., DEVELOPED BY “RESEARCHER 





Suppose for this scenario, the Final Negotiated Price is: 
Soo ,U00, 000 

Eee 2 

Oe poo C4 Ole IS 25,400,656 — 35,000 7000) 023) S27 022 eee 
Incentive/Penalty (from Table 6-10): -$87,930. 

Price to Government: 

Poon, O00C ee 2, Ue 239 = 5377930 = 53679402007 
COUmeacCeoG © ProtiewRake. 


Sly AO 709m o, 000,000 = 45. 545 


Under the second condition, we will assume the 
contractor had problems with the low costing components and 


was only able to meet Government minimum requirements. 
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New NIIN 
001-267-7287 
01-2 


01 


01-2 


01-2 
01-2 


01-269-986 
01-292-6 
01-327-1271 
01-327- 


ate 


Additionally, for high costing Ccomoonents “the Feomeracwors 
fell short of the Government minimum requirements by 2 
percent. However, for the highest costing component, the 
contractor was able to exceed the Government minimum 


requirements by 25 percent. 


Demand 
Based Upon 
Govt. Predicted Actual Evaluation above 
Minimum Quarterly Quarterly | or below Govt. | Incentive from | Weight of 
requirement 


-2 


eh 


: 





ks <1: Ek ee a ee a a a a a ee | 
O1ssesi60 fie | te oe so oe oe 
013626761 | 118 | tt 8 Of HO] 


13629743 | 148 | tT 18 


| 01362-0049 | 118 tt OTH -8850,701 | 7% , 
| o1sesose3 | 18 | tT 8% TH 
5 


| o1sesoass | 118 {| tT 120 2% 850,701 153% ; 


a ae 
| 0% 
TR 7an T  ee a a 
01-364.3118 
ees ae he a i ae Oe ae so oe 
o1seso1e7 | 118 | 8% 

7 ae aa 
2% 


7. 
-$14, 
SO 048% 
_ SOT 0.18% 

1.2 


aos 
| _-$350,791 | | 
|__-$350,791__| 
| __-$350,791_ | 1.26% |  -$4 


fl olaleGlelglal 
Bla| | (slaia) | 8 


-$350, 791 
- 191 

So 
-$390, 791 
-$350,791 
-$350, 791 


o136-9470 [| 118 | 1 | 120 2H -8350,701_ | 13.07% | -$45, 
1.24% 


| 01370403 [118 of tte TH | 
| orseosoro | 118 | tf 8 TMT SO IH FO 
01388-2019 | ts | tT tT HT SIH | 
| o1-ces-soz2 | 18 | dt tt TH 7% 
01388-3777, | 1.18 ft TH] 8% 
_ o1sesaoso | 118 | tt te | OO rm 8 
Poiserare | tie | 8 | | ee eee 
| o1see-2147 | te ft 8 HH] 1% 8 
| 01415-7720 | 118 | 8% TH | UO 
| o1-4z2-7sa7_ | tet tT | TO 
| 01422-7599 } 118 ft HOT HH 
| 01426-5000 | 18 tt ttt Hf 57% TO 
01426-5001 | 118 ttm HO OH GO 
| o1azesion | 118 | tT 202% -$350.701_ | 1452% |  -$50922 


Demand 
Based Upon 
Govt. Evaluation above 
Minimum Predicted Actual or below Govt. 
MTBF Quarterly Quarterly requirement 
New NIIN Demand Demand Incentive 
| o1-7298441 {| 118 | 71 | 118) | —O%CUT SO OH TCU 
Se a ae a a ee Wiel ee 
Table 6-11 


INCENTIVE PROFIT BASED UPON MEETING MINIMUM GOVERNMENT 
REQUIREMENTS FOR PARTS COSTING LESS THAN $20,000 AND NOT 
MEETING MINIMUM REQUIREMENTS FOR PARTS COSTING MORE THAN 

$20, 000 
Pollece., DEVEEOrPED By Resta CoEr 





Suppose for this scenario the Final Negotiated Price is: 
S627 0007000 

eve (jie ak ee 

S200, 0418 mm. (335,400,636 = 25,0007000). * “055 = 2702-7 
ineencive/ Penalty. (from Table-G-11): 536,897. 

Price to Government: 

Soo, WOU 000 ee 6527028 2 So Me 867 6 to 065, bo oe 
Contactor’ SeProiie Rate: 


2G o 1 50m ooo, 000,000 =—5, 9% 


Under the last scenario, we will assume the contractor 
has some problems with the high costing components, but was 
able to maintain his predicted allowances (MTBF) . 
Aeodirienally, tor the? low scost “components, —~tnewecn esaceor 
was able to exceed the Government minimum requirements by 20 


DPeEECent. 
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Demand 
Based Upon Evaluation 
Govt. Predicted Actual above or below 
Minimum Quarterly Quarterly Govt. Incentive from] Weight of 
New NIIN t : 


| 01-267-7287 | 118 | | 094 | 20% | $1,248,830 | 056% | $6, 
$1,195,147 | 
| 094 | 20% | $1,248,830 | 034% | 

| 094 | 20% | $1,248,830 | 011% | St 
| 094 | 20% | $1,248.830 | 0.15% | $1.81 
094 | 20% | $1,248,830 | 014% | St 





alelelelgis!® 


% 
118 | 20% $1,248,830 | 097% | $12, 
| 01-269-2759 | 118 | tt | 20% | $1,248,850 | 0.38% 
| o1-260-0867 | 0118 | OH 20% $1,248,850 | 0.71% 
| 01-202-6733_ | 118 | tH 20% $1,248,850 | 098% | $12, 
| 01327-1271 | 118 | 420% $1,248,830 | 0.00% | $1,140 
| 01-327-2648 | 118 Of tT 20% | 91,248,830 | 011% |S 
|_01-328-0081_ | 118 | tH 20% $1,248.830 | 0.13% | $1,661 
| 01351-0611 | 118 tt HT 20% | $1,248.830 | 0.42% | $5,506 
| o1sses7o1 | 118 {| tT 94 | 20% | $1,248,830 | 031% | $389 
| o1-sse-siso | 118 | tT | 20% | 851,248,830 | 0.40% | $6179 | 
|_01-362-6761 | 118 | 1 | 94 20% | $1,248.830 | 069% | 38.609 | 
| 01-362:9049 | 118 | tO | 15% | $1,195,147 | 7.95% | $04,900 
| 01362974 | 118 | tT 4 | 20% $1,248.830 | 0.51% | $6,406 
| o1sesosss | 118 | tT 2% $1,248,830 | 038% | $4,727 __| 
| 01-363-7072_ {| 1.18 ft OO 5% $1,195,147 | 5.20% | $63,262 
| 01363-9468 | 118 | tO 15% $91. 195.147 | 153% | $18,287 
| 013643118 | 18 Of tO TSH $1,195,147 | 4.20% | $50,184 
| o1sesooes | 118 | tt 420% $1,.248.830 | 048% | $5,905 | 
| 01-365-0167_ | 118 | tH 20% $1,248,830 | 018% | $2278 | 
| 01-36-6880 | 118 | tT tO | 15% $1,196,147 | 1.26% | $15,001 __ 
| 01-365-9470 | 118 | O15 % | $1,195,147 | 13.07% | $156,174 | 

Eines 


—_ | 2 


s 
8 


J 
, 


£ 
g 


—_— | 2 | — | — | — | — | — 


— 


—_ | —_ | — | = [| —- | = | — [| — | = | —_ 


| 01373-2769 | 118 | tO 15% $4,195,147 | 20.74% | $247,852 _| 
| 01370-4043 | 118 | th 20% 81,.248.830 | 0.22% | $2,776 | 
| o1-se0-8o79, | 118 | HT 20% | 81,248,830 | 0.71% | $8,823 
| 01-88-2019 | 1.18 | tT | 20% 81,248,830 | 051% | $6416 | 
| 01-398-3022 | 118 | tH 20% 51,248.830 | 0.73% | $9,065 | 
01-388-3777 | 118 | 1 | 420% | $1,248,830 | 0.80% 
| 01-388-4059 | 118 | | 20% $1,248,830 | 0.77% | $0556 | 
| o1sei-474o | 118 | tT 20% ts $1,248,830 | 080% | $9963 
| O1-e8-2147_ | 118 [| tT 20% Ot $1,248,830 | 0.19% | $2,429 | 
014157720 | 118 | tH 20% | $1,248,830 | 0.78% | $9,738 | 
| 01-42-7337 | 1.18 | tT A 20% | $51,248,830 | 083% | $10,350 _| 
| 01-422-7339 | 118 | 420% ts 81,248,830 | 034% | $4,202 | 
| 01-426-5000 | 1.18 | tt 94 20% | $1,248,830 | 057% | $7,106 | 
| 01-426-5001 | 118 | TT 20% | $1,248,830 | 0.20% | $3567 __ | 
$1,195,147 
| 01-7208441 | 118 | tt 20% | 81,248,830 | 0.20% | 83567 
es es ee ee a a ee 


Table o—1 7 
INCENTIVE PROFIT BASED UPON MEETING THE CONTRACTOR PREDICTED 
REQUIREMENTS FOR PARTS COSTING MORE THAN $20,000 AND 
EFACBEEDING THE CONTRACTOR PREDICTED REQUIREMENTS FOR FARTS 
COSTING LESS THAN $20,000 
Source? DEVELOLCED BY REShLARG IER 
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Suppose for this scenario the Final Negotiated Price is: 
Sey, O00, 000 

PeoOti er. 

Sop DUS as + [S837408,6360- 35,000,000) ~ 0.3 eyez, 023,252. 
Incentive/Penalty (from Table 6-12): $1,203,710. 

Price LO GOVErnmentL: 

Seo OCC OC. +57) 02072 30 Be 20s, Ora 5 oo oe 
Contraction’ Ss Proll. Rare: 


Soe se Belt oN eeroee porn 0|(0) 6) PC hCG eS wae) 


In the worst case scenario, the contractor and the item 
manager can work together to maintain parts support at the 
Government’s minimum requirements. Additionally, this 
pricing arrangement penalizes the contractor for not 
“standing behind his work,” and provides an incentive to 
improve contractor performance. In the past, the 
Government’s only recourse to this problem was to purchase 
more spare parts, which in turn provided more profit to the 
SOREEaACCOr, Past situations in logistics spare parts 
Support did not allow for a “carrot” or “stick” to encourage 
the contractor to “better” his process, nor “stand behind 
hers Work) Word. ~ 

In the best case scenario, the fleet is provided with 
the “best” support possible. POOLeLONaI ly, ssae COMeraceOr 
strives to keep MTBF high or quarterly demand low to achieve 


the highest profit possible. 
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In each of the preceding scenarios, the incentive 
Contract ceiling Cost 1s, 54070007 000. in. Comparing ~ tats 
cost with the OPNAV 85 percent budget of $25,615,765. 
this incentive could be assumed to be too expensive. 
However, one must also take note that this weapon system is 
GOnSIGQeCrabiy “under funded: ats only ei so, oye. cor The 
researcher believes that the price of $40,000,000 may be 
reasonable to support the fleet. The question this study 
presents to today’s leadership is; "What price are you 


willing to pay today to ensure readiness tomorrow?” 


D. CHAPTER REVIEW 

This chapter has taken the sample incentive-type 
contract and applied it to three distinctly different weapon 
systems. Application of this type contract/pricumg 
arrangement has shown mixed results. Use of an incentive- 
type contract has the potential to produce cost savings, but 
it does not guarantee all contract requirements will be met. 
However, in every instance, it has shown that an incentive 
1s provided for the contractor to meet his predicted values. 
If the contractor can meet or attain his predicted values, 
Ene Contractor will earn more prorrE. Conversely, if the 
contractor is unable to attain his predicted values, the 
contractor receives less than anticipated profit, no profit, 


or perhaps a negative profit (loss). 
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Lastly, aS represented in each of the preceding 
scenarios, the contractor will continually strive to predict 
the most accurate value for the “best” profit. This in turn 
provides the Government with a means of precisely 
calculating appropriate spare parts allowances, and accurate 
total prices required for budgeting out year regquirements. 
In providing budget personnel with accurate pricing 
information, the Department of Defense (DoD) will be able to 
overcome one of its major hurdles in defending its spare 


parts funding requirements. 





VII. CONCLUSIONS AND RECOMMENDATIONS 


A. INTRODUCTION 

This study has presented an overview of the U.S. Navy’s 
complex logistics support, development and acquisition 
process. Within this system, it 1s often necessary to 
anticipate and fund requirements up to six years prior to 
the formal start of development or procurement. Unlike 
everyday business accounting processes, the military must 
also manage and use different “colors” of money (Research 
and Development, Procurement, Operations and Maintenance 
appropriations) to develop, procure and support various 
weapon systems. 

Additionally, this study has provided a brief overview of 
Current funding constraintS and attendant “amieects Won 
logistics support and readiness. Finally, thle Study 
introduced and recommended the use of a “hybrid” incentive- 
type Genrrace ins) accurately determine SUupDLY Spares 
allowances. The proposed hybrid contract incorporates 
concepts from incentive-type contracts currently in use 
today and theoretical concepts from the Besen-Teraswa 
incentive study. This hybrid contract allows the contractor 
tO “"DMEGdTCE’ Ene “Military <. supply ‘suppone: ecuamerents. 
The incentive feature of this proposed contract motivates 


the contractor to provide “better” products and penalizes 


Comtractors E6r "delivering tirerie: WSsuoduces. This study 
has also shown that today’s military item managers and 
defense contractors agree that this may be a better way to 


SOULLLE LNG Milieery. 


B. CONCLUSIONS 

1. Conclusion #1 

The United States Navy is continually investigating 
ways to create logistical supply support allowances which 
both support the fleet and create cost savings. in 4 fee 
of austere funding, the United States Navy has reviewed its 
Spare parts allowancing process. It has continually looked 
for “better” ways to calculate allowances and fulfill two 
requirements. With dwindling procurement accounts, the 
first requirement is one of cost savings to outfitting 
appropriations. However, in providing cost savings, the 
second requirement is to ensure proper logistical support is 
provided to the fleet. This study has demonstrated how the 
U.S. Navy has advanced from the Demand Based System (DBS) to 
the Readiness Based System (RBS) in an attempt to fulfill 


the above requirements. 


2. Conclusion AZ 
The United States Navy has not demonstrated confidence 


are. “outsource” logistical supply support (Aviation 
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Consolidated Allowance Lists - AVCAL). Over the years the 


United States Navy has continued to outsource areas of 


operations in an attempt to gain cost savings. However, in 
the area Sik IGerstiics SUpplY Support (spare parts 
allowancing) the Government is reluctant to trust the 


contractor. As identified in this study through interviews, 
item managers still indicate a need for oversight and 
NeonmrOl” of J00mseecal <eeers Stooge. Many personnel 
interviewed expressed a cautious tone toward outsourcing 
spare parts allowancing. These same interviewees indicate 
it will take a great deal of trust to outsource spare parts 


avian CitiG. 


3. Conclusion #3 

Under current and historical spare parts policies and 
procedures, there is little the Government can do _ to 
penalize a contractor for providing “bad” work, or to 
incentivize him to do “better” work. Under normal incentive 
contracting, the contractor is incentivized to do better and 
penalized if he does poorly. However, the goals and 
penalties of the standard incentive contract are based upon 
Governmental standards. There currently is no set contract 
which incentivizes the contractor to “tell the truth” in his 
Capebrisweres, -NOme “fer “EHe <GOnuraceor EOsSrprovide® serrer 


POG Sires Supper. 


77 


4. Conclusion #4 

Insufficient funding has adversely affected logistical 
support and fleet readiness. The very reason this study was 
conducted was because of a lack of parts. The lack of parts 
is a direct result of insufficient funding. In each of the 
scenarios oresented in this study, funding was a key issue. 
Year after year there are shortfalls in the Department of 
Defense budget. Because logistics support does not provide 
instantaneous results (i.e. the part may sit on the shelf 
for some time), it is considered expendable. At some point 
in the future, the Department of Defense must determine when 
the cost of logistics support today is worth losing the war 


Ot LOMoOrLow. 


C. RECOMMENDATIONS 

1. Recommendation #1 

A pilot study should be conducted by Commander, Naval 
Air Systems Command (NAVAIR), in conjunction with Commander, 
Naval Inventory Control Point (NAVICP) and Commander, Naval 
Sea Systems Command (NAVSEA) to determine the feasibility of 
uSing the hybrid incentive contract presented in this study 
as a means of predicting proper, accurate allowances for gem 
CeCe. This would place credence on the Navy’s budgetary 
requirements and dismiss Mr. Zumwalt’s (N88CB) main reason 


comptrollers and budgeters have difficulty in funding 
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HO@GISELCS SUpDIlY Spare PpamEes due EO IES Curren: Imaccuracy 


in predicting its allowances. 


2. Recommendation #2 

The United States Navy should invest in a study or 
survey by the Center for Naval Analysis (CNA) to identify 
two requirements: cost savings and potential partnerships in 
the Use: Cr oO hyorrd” GOnt tach ng. Under the eS) 
requirement, CNA should attempt to identify if there is a 
cost savings associated with outsourcing spare parts 
allowancing to the Original Equipment Manufacturer (OEM) or 
other defense industrial base entities. Under the second 
requirement, CNA should identify the interest and desire of 
defense industrial base companies to “sponsor” a weapon 
system, or to work hand-in-hand with DoD in using the hybrid 
contract proposed in this study, to outsource spare parts 


allowances. 


3. Recommendation #3 

Current Federal Regulations do not prohibit the use of 
an incentive contract as described in this study. i. is 
recommended that an incentive-type contract, such as the one 
mentioned in this study be initiated. The contract type can 
be incorporated with a supply source, such as with a Prime 


Vendor contractor. Outcomes of the study should be printed 


ao 


ana distributed to acquisition personnel, to contendwee 


defend the use of the “hybrid” incentive-type contract. 


4. Recommendation #4 

It is highly recommended that Commander, Naval Supply 
Systems Command (NAVSUP) review current shortfalls and 
trends, in an attempt to identify the root cause of growing 
deficiencies. These trends should then be scrutinized to 
identify a point in time when logistical support shortfalls 
bring war fighting resources below Chief of Naval 
Operation’s (CNO’s) readiness goals. Only in the past five 
years, has the Naval War College conducted war games in 
which logistics support was a determining variable. As 
discussed in this study, logistics funding has been used to 
Support operational requirements. Only when senior leaders 
have been shown when and where our forces will be non- 
operational will appropriate funding for infrastructure and 


logistieal suppor be provided. 


D. ANSWERS TO RESEARCH QUESTIONS 

This section will discuss the primary and subsidiary 
research questions posed for this study in Chapter l1. 
Although this study did not conclude that incentive 
contracting for spare parts allowances provides “better” 


Support at a lesser cost than Readiness Based Sparing (RBS), 
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it indicates Ea incentive-type contracts have the 
potential to improve allowance forecasting and spare parts 
budget defense processes. Sartaiecitene “LUnding fer any 
program does not always guarantee the best support. 
However, this study has shown that innovative contracts, 
such as the hybrid incentive contract, coupled with 
sufficient funding, can lead to more accurate predictions in 
logistics spare parts allowancing. Accurate allowance 
forecasts provide decision makers with the information they 
need to make informed decisions during the PBBS resource 
allocation process. Additionally, better accuracy leads to 
increased credibility and confidence in our true logistic 
support needs. ia even; higher confidence in our 
allowancing forecasts makes it easier to support and defend 


spare parts budgets. 


1. Primary Research Question 

Can the U.S. Navy achieve a realistic AVCAL sufficient 
EO. Suppor Ene fleece, by Using 4 “combiner lOm Cr COntracror 
suggested allowances and incentive-type contracts? This 
study has provided possible advantages and disadvantages to 
using a hybrid incentive contract. It has also provided the 
major barriers that are limiting the “outsourcing” of depot 
repair and spare parts allowancing. Lastly this study has 


Shown that theoretically, it is possible to achieve an 
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accurate and realistic allowance listing to support today’s 
fleet, through the use of a Combination Of “coOntnaecon 


suggested allowances and incentive-type contracts. 


1. Subsidiary Questions 
a. Subsidiary Question #1 


How does the U.S. Navy currently calculate initial 
outfitting allowances? This study has shown how the United 
States Navy initially computed spare parts allowances 
through the use of a Demand Based System (DBS). When 
funding constraints became rampant, the Navy resorted to a 
Readiness Based System (RBS) of allowancing. Through “ae 
use of RBS, the Navy claims to have saved in excess of $30 
million for each Aviation Consolidated Allowance List 
(AVCAL), while maintaining Chief of Naval Operation’s 


(GNOPs)) mMilssvom capability goals. 


b. Subsidiary Question #2 


How does the U.S. Navy currently fund inifial 
outfitting allowances? As this study has shown, the funding 
process is a long, cumbersome process which starts with 
identifying a military requirement and eventually ends with 
Spare parts in the fleet. Only at the end of the major 


weapon systems procurement, (fielding phase), does logistics 


“ CNA Briefing CAB 94-75 of January 1995. 
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funding become available. However, logistics funding is 
only provided by the Chief of Naval Operations staff (OPNAV) 
at 85 percent of the full funding requirements. Over the 
years, the military has found an alternative use for money 
originally earmarked for logistics support. As discussed in 
this study, much of the logistics funding ultimately has 
been used to support operational needs and requirements. 
Despite the formal logistic funding process outlined in 
PBBS, the military has not funded spare parts support 


requirements to appropriate levels. 


c. Subsidiary Question #3 


What is Material Support Date (MSD) and why is it 
SO important? Material Support Date (MSD) is the date in 
which the Government takes “control” of Supporting a weapon 
system with spare parts support. Up until MSD, the 
logistical spare parts support is provided by a contractor, 
usually the Original Equipment Manufacturer (OEM). The 
“COLOR” OF MOMeCY USEC EO Day Ene contractor, prior co Moalers 


different than the “color” of money used after MSD. 


The key to supporting any procurement in the 
Mititary. 1S “Srier planning. By planning the MSD, 
programmers and budget personnel are able to correctly 
identify the amounts and “colors” of money to be used in 


each year. If MSD is adjusted either forward or backward, 


the amount and different type (color) of funding 1s no 
longer correctly budgeted. Eventually, one will have too 
much of one “color” and not enough oi another “color” Bea 
money. This is why MSD is such an important factor in the 


budgeting of funds for logistics spare parts support. 


d. Subsidiary Question #4 


How does the incentive-type contract work? Tres 
study defined an incentive contract and provided the 
definitions from the Federal Acquisition Regulation (FAR). 
The incentive contract is used to motivate the contractor to 
meet a Government objective, such as a shorter Mean-Time-To- 
Repair (MTTR) or a longer Mean-Time-Between-Failure (MTBF). 
The contractor has the potential to earn greater profit if 


they meet or exceed the Government’s specified goal. 


e. Subsidiary Question #5 

How will the use of an incentive-type Contract 
Giffter from how the U.S. Navy currently does business? 3 aia. 
use of an incentive-type contract will not differ from the 
way the U.S. Navy currently does business. However, by 
using a “hybrid” incentive-type contract where goals are set 
by the contractor, the U.S. Navy has the potential to obtain 
superior performance and logistics support. By using the 


“hybrid” incentive-type contract for allowances, the Us: 
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Navy will be able to work with contractors to accurately 
predict minimum allowances required to support the fleet. 
In accurately predicting allowances, budget personnel will 
in turn be provided with accurate pricing requirements 


needed for logistical support appropriations. 


f. Subsidiary Question #6 

What are the negative effects Of Using. an 
INeCeNMEIVe-TyOeC COnELaCE FOr Initial OurrleEring2 The major 
negative effect of using an incentive-type contract for 
initial outfitting is the perceived loss of Government item 
manager and item manager analyst jobs. 

As discussed in this study (chapter IV), there 
is a potential for the loss of Small Business Administration 
quotas not being filled, and a large potential of initiating 
sole source contracts to many large OEMs. A final negative 
impact, presented by this study, will be the possible 
repealment of the “60/40” rule (Title 10, United States Code 
2466), which limits the amount of depot maintenance funding 
that can be spent outside the military. Once repealed, the 
DOssloOitity Gh GUESOuUmCIinNG aiy and el! positions ~anc” Jees 


within the military become possible. 


g. Subsidiary Question #7 


What will be the estimated cost or savings from 
using an incentive-type contract? In the three weapon 
systems presented in this study, savings are estimated at 
S80, 39/4067, and costs associated with the “hyb i aie 
incentive contract range from $2,616,457 to $14,274,350—8 
The calculated costs and savings above are the difference 
between the calculated cost of using the hybrid incentive 
contract and that of the OPNAV 85 percent funding. 
Estimated savings would be greater and costs would be 
smaller if compared to the cost of fully funding each weapon 
system presented. However, the reader should take note that 
all values are hypothetical, primarily due to the fact tle 
each of the weapon systems presented in this study are still 


not fully funded. 


h. Subsidiary Question #8 

Does an incentive-type contract provide a “fair and 
equitable” contract, beneficial to both the Government and 
commercial suppliers? In interviews with U.S. Navy item 
managers and major defense contractors, the incentive 
contract provides a “fair and equitable” agreement for both 
the Government and the contractor. If the situation was not 
beneficial to both parties, one or the other party would not 


agree to the type of contract. 
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im the case of the “hybrid” “contract, both military 
and defense contractors agree that letting the contractor 
“predict” his supportability, above the Government minimum 
requirements, is beneficial to all. Above all, the “hybrid” 
incentive contract provides the best benefits to the 


warrior, with the potential of improved spare parts support. 


E. AREAS OF FURTHER RESEARCH 
Other areas requiring further research are: 


e If one were to look back five years and determine the 
UeiSe. Navy’s LOGE tires procurement appropriation 
shortfall, could one determine a correlation to today’s 


fleet readiness? 


e What other vehicles are available for predicting and 
producing spare parts allowances? 

e How deficient is the logistics procurement account? Wine 
some of these funds were reprogrammed, what accounts 
received those funds? What is the net present value of 
Ene Cererred “oOsces Of LOGESEIGs Sipply Support? Can we 
determine the cost of deferring prior year funds to the 
cost of procuring the same parts today? 

e Can we use this hybrid incentive-type contract in other 
procurement areas, such as major weapon system, medical 


and subsistence support? 
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APPENDIX A. SAMPLE FIXED PROTECTION (RIMAIR) CALCULATION” 


1. Background. Below is an example of how to calculate a 


Fixed Protection (RIMAIR) quantity. 


2. The Candidate. For the purposes of this example, the 
item used, NIIN 1, is being outfitted for use on 10 


Carrier-based aircraft. 


Table 1 
Item Data 
*Future Endurance 
NIIN Price MRF RPE TAT FlvainG Bours Period 
NIIN 1 $75K Ose ,105" 3,0 Weyer ey ea terre 90 
*Note: Future flying hours and endurance period are 


obtained from 013 via a confidential planning document which 
also provides the approved safety (protection) level 
tUipesnold, Numer Of Alrcrart and) O37 (22 “auenori zed) = (OsT 


is not authorized in RIMAIR calculations at this time. 


ty 


> Provided verbatim from Enclosure (1) of Appendix 1 from NAVICP Memo 
2432:2RP of 22 Nov 19 


eo 
‘Oo 
i 
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3. Calculation 


STEP 1. Calculate the Expended Maintenance Cycles 


Expanded Maintenance Cycles = 


90 Days Future Blyang Hrs per Aircraft X Number of Aircrare 


100 (Constant value which refers to # of flying hours in 1 


maintenance cycle) 
Using the information from Table 1 and assuming 013 Planning 
has specified one aircraft, the formula 1S applied as 


follows: 


Expanded Maintenance Cycles = 


270 {Future Flying Hours] X 10 [Number of Aircraft] = 27 
100 


Step 2. Calculate the Average Resupply Pipeline 


Average Resupply Pipeline = 


90 


MRF X 


Occurrences X 90 Days Expanded Maintenance Cycles X 


(Endurance Period + OST (expressed in days)) (if authorized) 


90 


(Constant. Represents number of days in a quarter) 


where: 


(1) MRF = Maintenance Replacement Factor (DEN F001) 


(2) Occurrences = Total units per end item 


(@.90; dalrerare) 


(3) Expanded Maintenance Cycles = 27 


(4) Endurance period = 90 (days) for deployed sites, 60 
(days) for selected OCONUS shore sites and 30 (days) 
for CONUS shore sites (as specified in the 013 
Planning document in the NOTE in  Saragraph 2). 
Because the outfitting being computed in this 


example is for a deployed site, the endurance period 


is 90 days. 


(5) OST) (Order “and Ship Time) .1s currently Zero. (days) 
for RIMAIR (or as specified in the 013 planning 


document. See the Note in paragraph 2.) 
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Using information from Table 1, the formula 


applied as follows: 


NEEN 1: (0.@2 X% 1X 27 Xx 90) 7 S90] 20724 


Step 3. Calculate the Average Repair Pipeline: 


Average Repair Pipeline = 


RPF X Occurrences X 90 Days Expended Maint. Cycles X TAT 


90 (Constant. Represents number of days in a quarter) 


where: 


(0) incl aa ch Rotable Pool Factor (DEN FOOIA) 


I 


(2) TAT = I-Level Turn Around Time (DEN FO10E) 


ale: 


Using information from Table 1, the formula is applied as 


follows: 


NIIN Ll: (0.105 X 1 X 27x Sy 90] @20o5 


D2 


STEP 4. Calculate Average Total Pipeline: 


Average Total Pipeline = 


Average Resupply Pipeline + Average Repair Pipeline 


Using the results of steps 2 and 3, our example item yield 


the following 


NaN tlt 2 oo? Le ORS 2 e509 


Step 5. Determine Authorized Outfitting Quantity: Apply 
Average Total Pipeline to 85% Poisson protection level 


table. 


Using the results of steps 1 - 4, our example item 


yields the following: 


NIIN 1 Average Total Pipeline = 2.309, Authorized 


Outfitting = 4 
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APPENDIX B. MISSION CAPABLE (MC) AND FULL MISSION CAPABLE 


26 


(FMC) GOALS BY TYPE/MODEL/SERIES (T/M/S) AIRCRAFT AND UNIT 


OPERATIONAL CATEGORY FOR CURRENT FISCAL YEAR*° 


Overall goals combine operational status category codes 


defined in OPNAVIST 5442.2F. 


Operational category “A” aircraft goals are five percent 


higher than the overall goals. 


Operational category “B” aircraft goals are the same as 


the overall goals. 


Operational category “C”, “D”, and “E” aircraft goals are 


five percent lower than the overall goals. 


OVERALL 
T/M/S MC GOAL FMC GOAL 
EA-3B «53 41 
KA-3B 72 ES 
ERA-3B 53 41 
TA-3B 68 52 


Verbatim listing Of OPNAVINS® 5440.2M CH-1 cf | guiy 1992 


8) 


OVERALL 


T/M/S MC GOAL FMC GOAL 
A-4E ae 50 
A-4F 62 48 
BA-4F 65 20 
TA-4F ae Io) 
TA-4J 65 50 
A-4M 68 ey 
OA- 4M Hee 6 
FA-6A 58 40 
EA-OB Ge 54 
KA- 6D 69 25S. 
A-6E 13 a6 
CaZh oe 22 
Lora eS fas 54 
Cree 80 80 
be=9 80 80 
C1 30r 60 46 
ho -1 308 ae ays) 


Ke-1 sur Gis 58 
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OVERALL 


T/M/S MC GOAL FMC GOAL 
EC-1306G 80 65 
EC-1300 80 65 
LC-130F 70 54 
LC-130R 70 54 
KC-130T 75 58 
TC-130G TO 60 
TC-1300 70 60 
C-20D 85 85 
E-2C 70 54 
TE-2C 75 68 
E-6A 80 65 
F-16N 90 90 
TF-16N 90 90 
RF-4B 70 54 
F-4J 70 54 
F-4S 75 58 
F-5 SERIES 80 80 


oF 


T/M/S 
F-14A/B 


iad eae 


F/A-18A 
F/A-1SB 
Nol 10 


F/2=1 6D 


Voce lean Ee 
AH-1T 
AH=1W 
Ulett 
Pade 
HH-1k 


UH=-1N 


HH-2D 


Shee e 


HH=34 
Of alegre | 
Vie 


Das 5D 


98 


OTS ols 


MC GOAL 


65 


71 


(os 


60 


75 


60 


oho) 


85 


65 


[2 


So 


5S 


BO 


90 


Talk 


74 


60 


oh 8 


rae 


FMC GOAL 


210) 


61 


58 


46 


a6 


46 


qks. 


1 


ies 


58 


fee 


S, 


v5 


85 


54 


oi: 


46 


90 


54 


ee as 


SH=3G6 


OVERALL 


MC GOAL 


il 


fae: 


fas. 


76 


80 


80 


80 


7S 


ge: 


70 


Ee 


60 


fies 


ca 


ED 


iS 


80 


85 


a2 


FMC GOAL 


54 


60 


60 


ais) 


60 


60 


oy 


60 


ay) 


60 


60 


45 


60 


58 


60 


Die) 


ell 


Gel 


a2 


OVERALL 


T/M/S MC GOAL EMG Gor 
RP-3A 85 83 
UP-3A 75 58 
baer 4 85 54 
Re-20 70 54 
Bea 62 48 
S=se 70 54 
S-o5 70 54 
US-3A 70 54 
Ponoe 70 : 50 
fase 70 6D 
T3486 80 80 
ea S10 ies, 65 
Cl=325 90 85 
Cia IG 20 oo 
T-44A 80 80 
L4- 80 80 


100 


OVERALL 


eS Me GUAL FMC GOAL 
U-8F 80 Ol 
U-6A 20 oO 
AV-8B 76 70 
TAV-8B AZ 68 
OV-10A 75 a6. 


OV LOD i a, 


10] 


“f 
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APPENDIX D. SAMPLE RBS CALCULATION”® 


1. Background. The following example 1s provided _ to 
illustrate the calculations performed by the ARROW’s 
model in computing outfittings using Readiness Based 
Sparing (RBS). The example is necessarily oversimplified 
due to the large number of calculations required for even 
aimesarul Of Items. While it is not practical to show 
every computation for this example, te general logic 
followed by the ARROW’s model will be useful in 


understanding RBS stockage decisions. 


2. The Candidates. This example will consider an outfitting 
For a carrier that deploys one aircraft which operates 
one unit system X, comprised of 3 WRAs, NIIN 1, NIIN 2, 
NIIN 3. These items are the same as those used in the 
Sample Fixed Protection (RIMAIR) calculation in Appendix 
A. The reliability, maintainability and cost of the 


items is shown below: 


** Provided verbatim from Enclosure (4) of Appendix 1 from NAVICP Memo 0343:AP 


Of 22 Nov 1994 


Table 1 


Item Data 
“O” Level Future 
Maint Flying 

NIIN Price MERE Ree TAT Osa Time Hours 
NEIND (SiOQ0OK “SEO? 35S 42.0 Days “2ouDays “Sirs 3400 
NIN? SigeG@K 2229 2112 626 Pays .2o Vays 3. Hrs 3400 
NIEINS WS SY29R 2384 2103" 2.4 Days 225 Pays = Hes 3400 
Note: Future flying hours and endurance period are obtained 


from 013 via a confidential planning document which also 
provides the appropriate Safety (orotection) level 
threshold, number of aircraft and authorized OST for RIMAIR. 


3. Calculation. 


Step 1. Calculate the Expanded Maintenance Cycles 


Expanded Maintenance Cycles = 


90 Days Future Flying Hrs per Aircraft X Number of Aircratt 


100(Constant value which refers to # flying hrs in 1 


maintenance cycle) 
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(Note: Future flying hours are obtained via a confidential 
planning memo from 013 which stipulates the endurance period 
and advises whether or not safety level and OST (for RIMAIR 


Calculations) 2S eupmorilzea 


Using the information from Table 1, the formula is applied 


as follows: 


Expanded Maintenance Cycles = 3400 / 100 = 34 


Step 2. Calculate the Average Resupply Pipeline 


Average Resupply Pipeline = 


MRF X Occurrences X Expanded Maintenance Cycles X 


(Endurance Period + OST (Expressed as days) 


90 (Constant. Represents number of days in a quarter) 


where: 


(1) MRF = Maintenance Replacement Factor (DEN F001) 
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(2) Occurrences = Total units per end item (e.g. 


ai rerart) 


(3) Expanded Maintenance Cycles = 34 


(4) Endurance period = Zero (days) for RBS 


(5) OST (Order and Ship Time) is currently 25 “(dae 


FOtm eo. 


Using information from our examples, the formula is applied 


as follows: 


TABLE 2 


Average Resupply Pipeline 


NAN (OO 2 Ae oy BS ce 
NIN 22. (02229 % 1.96 4 2o)F 7 ete ee ee 
NaN Ss: (02354 x 2 x 34 xX 25) / 20] 2.677 
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Step 3. Calculate the Average Repair Pipeline: 


Average Repair Pipeline = 


RPF X Occurrences X Expanded Maintenance Cycles X TAT 


90 (Constant. Represents the number of days in a quarter) 


where: 


(1) RPF Rotable Pool Factor (DEN FOOQ1A) 


(2) TAT = I-Level Turn Around Time (DEN FOLOE) 


Using information from our examples, the formula is applied 


as follows: 


Table 3 


Average Repair Pipeline 


NIGN oie (Op 55) x 2 x 24 x 450) 7 SO] C2642 
Na 2 (Oe a ee Be C= 
Nitin s: (O2.106 % bf x 34 4 5.4) 7 90 = 0.280 
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STEP 4. Calculate Average Total Pipeline: 


Average Total Pipeline = 


Average Resupply Pipeline + Average Repair Pipeline 


Using the results of steps 2 and 3, our example items yield 


the following: 


Table 4 


Average Repair Quantities 


NIIN Repair Pipeline Resupply Pipeline Total Pipeline 


NIIN 1 0.842 Oa963 el 2)(0) 3) 
NIIN 2 Cie Z Zicalte se Zs26 8 
NIIN 3 Ore) S62 | ors) 


STEP 5. Compute Expected Backorders. The total Pipeline 
from Table 2 is used as the mean in a Poisson Distribution 
to compute the average number of backorders that would occur 
(expected Backorders (EBO)) for each level of stock. The 
range of stock levels for which these calculations are 


performed 1s affected by parameters that determine the 
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Minimum and maximum quantity allowed for each item. ia 
order to better illustrate how RBS makes its computations, 
this example starts with a minimum of O and a maximum equal 
to the quantity that yields 99.9% protection against having 
a backorder at a point in time. Im G6xecution, Current ASO 
policy is to ensure a minimum of 50% an a maximum of 99.0% 
protection. When the stock level is zero, the expected 
backorders equals the Average Total Pipeline. Expected 
backorders for a level of stock is equal to the expected 
backorders for stocking one less item than the level being 
evaluated minus the risk of a backorder. This can be 


expressed as: 


EBO(X) = EBO (X-1) - BACKORDER RISK (X-1) 


where: X is the stock level being evaluated 


The results for this example are shown in Table 5: 


ful 


Table 5 


Expected Backorders and Protection Levels 


NIIN 1 NIIN 2 NIIN 3 


Stk EBO Protection Stk 2S0, Proreceaon Stk EBO Protection 


01.805 16.48 0 2.535 7.9% 0 3.837 — Deze 
1 .969 46.13% 11.614 28.0% 1 2.585 10.48 
2 .431 72.9% 2 .895 53.5% 2 1.963 26.3% 
3.160 89.0% oe i So 3 1.226 46.6% 
4 .051 96.33 4 .179 88.6% 4  .692 66.13% 
5 .014 98.9% 5 .066 95.6% 5 (352 SiGe 
6 .003 99.7% 6 .021 98.5% 6  .162 90.6% 
7 .001 99.9% 7 .006 99.5% 7  .068 95.83 
8 .002 99.8% 8  .026 98.33% 

9 <.001 99.9% 9 .009 99.4% 

10 .003 99.8% 


sel .O01 "Soe 


STEP 6. Compute Average Total “O” Level Removal to 
Replacement Times. The “O” level maintenance time from 
Table 1 indicates it takes 3 hours to remove and replace 
each WRA given a ready-for-issue (RFI) unit 1s in stock. In 


execution, removal to replacement times (RRTs) or Mean Time 


2 


to Repair (MTTRs) are set to the aircraft average for every 
item. This average is ascertained by SPCC 046 based upon 3M 
observations. The average “O” level RRT must include the 
average time it takes to obtain a RFI unit from supply, as 
well as the “O” level maintenance time. This average supply 
delay time per removal is zero if a RFI unit is in stock. 
If an RFI unit is not in stock, the average supply delay 
time represents the time until the next RFI unit will emerge 
from either the repair or resupply pipeline. The 
probability of having a RFI unit in stock increases as 
authorized depth increases. The supply delay therefore 
decreases as the stock level increases. The supply delay 
time is computed be dividing the expected backorders from 
Table 3 by the removal rate per hour. Removal rate per hour 


is obtained using the following formula: 


Removal Rate = 


((MRF + RPF) X Expanded Maintenance Cycles) / 2160 


where: 2160 is the number of hours in a quarter. 


The results of the supply delay time calculations for the 


example are shown below: 
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NIIN 1 


Steck supply Delay 


NN Or 


Supply Delay Times 


[beck Supply Delay 


0 


il 


0 174 hours 
1 94 hours 
2 42 hours 
5 To nours 
4 > heurs 
5 i wneur 
6 <5 i maon se 
7 < 1 hour 
NOTE: adding the 
the supply delay time 


TABLE 4 


NIIN 2 


472 


300 


bee, 


80 


SS) 


a2 


hours 


hours 


hours 


hours 


hours 


hours 


hours 


lgvelbue 


iste sha 


lgterblia 


represents 


replacement time for the “O” level. 


Sree J. 


are several ways 


L14 


stock Supply Dewey 


0 


6) 


IO 


la 


level maintenance time 


total 


Compute Item Operational Availability 


NiITNss 


500 


oe 


226 


160 


SO 


hours 


hours 


hours 


hours 


hours 


hours 


hours 


houmse 


hours 


hour 


\gkepote 


hows 


(3 Hemme) 


removal 


(Ao) - 


to compute operational availability for 


The 


System X. Current NAVSUP policy is to assume that each item 
operates independently of al others. The operational 
availability of each item 1S computed for each stock level 
using the removal rate and the “O” level removal to 
replacement time which is derived from Table 4. The results 


are shown below. 


TABLE 5 


Item Operational Availability (A) 


NENT 1 NIIN 2 NIIN 3 
Sreoe< (Ao) Stock (Ao) Sree (Ao) 

0 35.3% 0 23626 0 20.6% 
1 50.0% z 38.06 1 ZO Oo 
2 68.4% 2 Are | Z Ci gre. 
Ss 84.0% S 69.22% 3 44.5% 
92.4% 4 eh el 4 58.3% 
S) Cael S 2) 92.4% 2 Tate 
6 960./% 6 96.4% 6 84.4% 
7 So2s | 97.8% 7 oi -65 
8 Sheltie 8 ye aes 

9 98.4% ° o1omac ks 

10 Oe Ss 
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STEP 8. Compute Cost Effectiveness. The cost effectiveness 
of each stock level for each item is determined based on the 
cost of reducing supply delay time (hereafter referred to as 
Sip). The cost effectiveness ratio (CE Ratio) is computed 


using the following equation: 


CE Ration = Price / Decrease in SDT X Item Removal Rate 


where: Item Removal Rate = 


(MRF+RPF) X Expanded Maintenance Cycles / 2160 


For NIIN 1 the Price is $100,000, the SDT (for stock = O)}tiae 
174, the SDT (for stock = 1) is 94, and the item removal 


race = (02102 4+ 0.557) % 242 7% Zico 


Ce, Ratio NIIN 1 Stock = 1) = 


5100,000 / [(174-94) K 0.010373148) = 1208 


TABLE 6 


Cost to Reduce Supply Delay 


NIIN 1 NEE WEIN =3 
SuCc|k CE Ratio SEOck CE Rano Sock CE Ratio 
1 120 1 150 i 132 
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2 186 Z eZ Z 144 


3 369 3 297 = es 
4 ois “ oo2 £ 242 
5 2720 5 i2is 5 380 
6 9514 6 3108 6 679 
7 38314 7 90382 7 imCrow, 
8 29940 8 SC 

9 109890 9 7634 

10 2080 7 

iNet O2i eZ 

STEP 9. Rank Items and compute FMC Rates. Tne RBS 


selection list is created based on the cost of effectiveness 
ratio of the item stock levels shown in Table 6. The 
initial FMC rate before electing any item for stockage 1s 
computed by multiplying together the item A,»s shown in Table 
5 for a stock level of zero on each item. For System X, 
this yields an initial FMC rate of 2.0%. This percentage 
represents the percentage of time System xX will be 
operational even though no spares were selected. The 


results for System X are shown in TABLE 7. 


iT? 


18 ped 


RBS Selection List 
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Cumulative 
Cumulative Total Cost 
CE Ratio Item SEOCK (O00s) System 
120 NIIN 1 S00 
12 NIIN 1 $229 
144 NIIN 2 S555 
PSO NIIN is $496 
ag go NIIN S S625 
186 NIIN 2 S25 
192 NIIN 2 $863 
Za NIIN 4 $992 
297 NIIN 3 SO 
369 NIIN 5 Sao @ 
S50 NIIN 5 Se toys, 
522 NIIN 4 Siao7 
6/9 NIIN 6 51626 
e123 NIIN 4 S726 
1 an aes NIIN bs) $1864 
reGy NIIN fi ~ logs 
2120 NIIN 5 S2093 
3071 NIIN 8 Se e72 
3108 NIIN 6 2200 


7634 


2062 


Sai 4 


Z0G 74 


29940 


38314 


eZ iz 


bO98 90 


STEP LO. 


are selected from TABLE 7 based on either a cost or FMC 


goal. 


table 7 that we can achieve 90.7% 


NIIN 


NIIN 


NIIN 


NIIN 


NIIN 


NIIN 


NIIN 


NIIN 


age 


Select Stockage Decisions. 


S2489 
e202 / 
is ade a 
72000 
$2994 
93094 
Sa 22 


2ooO | 


The stockage decisions 


If the FMC goal for System X is 90.0%, 


oot 


Os 


ot. 


of. 


Sa 


oe 


ojo 


eee 


we see form 


FMC with 3 units of NIIN 


f, | mars of NIIN 2 ena 9 units oft eo cea eo oe rOoL 
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APPENDIX E. THE BONUS INCENTIVE MODEL?’ 


In developing this model, we sought to identify 
overriding objectives that managers would desire given an 
TdeAal Incentive structure.  Gonik (1973) in his stuady Gian 
effective incentive system for salesmen identified the 
Following objectives: 

1. Reward salesmen for his production. 
2. Reward salesmen equitably for his effort. 
3. Obtain current and reliable field information on market 


potential to make efficient resource decisions. 


Goals of the Bonus Incentive Model 
The bonus incentive model is an alternative to the 

current quota system that incorporates the above objectives. 

Highlights of the incentive model are as follows: 

1. Provides an incentive for recruiters to surpass quotas 
and thereby maximizes true market potential. 

2. Rewards recruiters with monetary bonuses based on their 
work effort and their ability to forecast. 

3. Rewards recruiters equitably despite inherent regional 
market differences in the long run. 

4. Provides, in the long run, [United States Army Recruiting 


Command] USAREC headquarters with valuable market 


*° Provided verbatim from the article Quota Based Recruiting System and Bonus Incentive Recruiti ng 


information that allows for efficient future resource 
reallocation to the productive regions. 

5. Based on improved forecasting information, the bonus 
model indirectly reduces staff workload and minimizes the 
Variance in the mission process. 

6. Model is adjustable to reflect changing Army accession 
requirements. 

7. Model is capable of maintaining quality marks. 

The key to this incentive structure is to link the 
recruiters market forecast to his actual production. Under 
this system, the recruiter is rewarded not only for his 
production but for his accuracy of his forecast. The higher 
and more accurate the forecast, the higher the recruiter’s 
reward will be. This reward incentive encourages recruiters 
to maximize their market potential which in turn provides 
USAREC with the accurate market information needed to 
reallocate resources to more productive regions. 

Table 5 shows a possible scenario of recruiter bonus 
payments. The recruiter (or recruiting station) must 
forecast his performance over a specified period (monthly or 
quarterly). After the actual results are tabulated at the 
end of the period the recruiter goes to the bonus table and 
aligns his actual production with his forecast to determine 


his bonus for that period. Notice that for a given forecast 


ode! . by Katsuaki L. Terasawa and Keebom Kang, dated 12 October. 1996 
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the bonus is larger for a greater production. Also notice 
that for a given production, the bonus is larger when the 
forecast becomes more accurate. For example, oiven a 
predicted value of 12, the bonus payment increases as 
production increases. A recruiter gains additional payment 
as they overproduce. On the other hand, at a given 
PEOGCUGEION Of “12, af Ee wecruiter has predcickec Iz, ‘Ehe 
bonus payment would be 188, while under- or over-prediction 
would result in lower bonus payment. In order to maximize 
his bonus the recruiter must forecast exactly what he truly 
believes. The key for success is for the recruiter to be 
unbiased in his reporting, which will also benefit 
management. Thus, we call the mechanism truth revealing 
Sinee Ehe Wecrult ter has Ehes 1neeni i ily so Seen Ca a oe 
market potential. Over time a recruiter’s forecast will 
come to reflect the unbiased estimate of applicants 
available in the market. 

Under the bonus incentive program both the recruiters 
and management will benefit. From the recruiter’s 
perspective, he receives two important benefits: 
i272 DOnWS Glee TOmeroacucelon. aha Work Crrorer. 

2. A more equitable compensation for their effort (in the 
long run) through redeployment of recruiters. 

Management benefits since the bonus incentive program 


al ll 


f 


Realize true market potential. 

2. Provide better information concerning market potential 
for a given region to facilitate efficient resource 
alloecabion. 

3. Over time, close the gap between forecasts and actual 

results. Therefore a recruiter’s forecast will come to 


reflect the true mean or expected value of the market 


which benefits management’s accessions planning. 









FORECAST 
fat) it oe ne 14 LS iG) 
[00 [38] 2 | 62 | 68 | 50] 26 


ee 


Tables. 
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Therefore, even though total forecast accuracy may never be 
realized, the main objective of [Bonus Incentive Recruiting 
Model] BIRM will have been met; enhanced production volume; 
more equitable reward structure, and improved § field 


Informe t on. 
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Accounting for Regional Market Differences 

One of management’s objectives is to compensate 
recruiters equitably based on their work effort. We have 
all heard the stories of recruiters in one region with lines 
of applicants waiting in his office, while a recruiter ina 
different region has to struggle to meet his mission. Under 
the proposed system both recruiters are compensated equally. 
Currently, recruiters perceive the quota system as unfair 
Since they believe some recruiters must work harder than 
others to achieve their quotas. However, any efforts to 
reduce the inequity by simply adjusting the bonus level 
Could be inefrirecrent. Instead, we suggest that the 
Management should consider reallocation of resources. ie 
could relocate recruiters to the richer markets from the 
poorer ones by using the now-available market potential 
information. The efficient reallocation of resources would 
ensure when each (marginal) dollar of resources spent would 
buy the same number of quality recruits. In this way, the 
bonus incentive could enhance both the level of equity and 


PES ebevelency Jf ene tong mun. 


Adjusting to Changes in Manpower Requirements 
As with most aspects of Department of Defense, the 


Manpower procurement system is dynamic. Changes in recruit 


requirements are frequent. Since the bonus incentive 
schedule reflects the marginal cost of acquiring the desired 
level of recruit requirements, the schedule could be 
adjusted accordingly. For example, if actual production is 
ahead of requirements, the bonus schedule can be adjusted to 
lower recruiter incentives, thereby reducing the flow of 
applicants. By the same token, payment schedules may be 
increased to enhance recruiter effort to increase the number 
of applicants. Using the bonus model in conjunction wilea 
historical production data, management could better estimate 


the cost associated with increased production levels. 


SUStaIMING Recrui & ua lity Marks” 


Not all recruiting quality categories require the same 
work effort to obtain. For example, high school graduates 
are more difficult to recruit than non-high  s¢hees 
graduates. Therefore, due to the differences, more than one 
bonus incentive schedule may be published based on quality 
levels. In general, the bonus schedule should reflect both 
the supply and demand factors of a particular recrute 


category. 


' However, there still remains a question of how frequently such 
adjustments should be made to lessen the effect of gaming. The issue 
will be addressed in our future research work. 

" The bonus incentive schedule can reflect factors other than qualley 
marks that imfluence the scarcity value of tecruit category. “For 
example, they may include the end-strength number as well as the 
military occupational specialty requirement. 
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Conclusion 

The current quota structure implies potential 
inefficiencies in its resource allocation. Moreover, the 
usefulness of current data analysis, which does not filter 
out the quota incentive problems, may be limited. The 
proposed bonus incentive program seeks a way to maximize 
market potential and provide management with better 
information to allow for efficient reallocation of personnel 
ama, QuadGges. Currently the variant of this Bonus Incentive 
Recruiting Model is being experimented in a small-scale 
within the USAREC. Further study and research is required 
for large-scale implementation and to develop regional 


Marker ana recrulteer WOrEK GLiort: Varlaoles. 
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Development of Bonus Incentive Recruiting Model (BIRM) 


(1) Properties of BIRM: 

The development of the Bonus Incentive Recruiting Model 
(BIRM) is based on the Osband-Reichelstein model (see Besen 
and Terasawa, 1989; Reichelstein, 1990). Similar to the 
Osband-Reichelstein model, BIRM ensures truth revelation 


based on the recruiter’s forecast, F, and his actual 


pooms 
bo 
~~] 


production, P. In fact, such truth-revealing bonus payment, 


B, must have the following properties: 


im 


Do-a tier) (PF) 

The first component of the bonus or the base bonus, 
a(F), depends on the recruiter’s forecast, F. The 
higher the forecast, the greater the base bonus, a(F), 
i.e., the first derivative of a must be positive, 
a’=da/dF>0. Moreover, the level of the increase in base 
bonus, Should be greater with an increase of F, i.e., 
the second derivative ‘ope a must be positive, 
BV evoke oles (Ce 

The second component of the bonus or the incentive pay, 
| oO G ck Ol ahaa depends on the difference between the 
Forecast and the actual production. If the producsvem 
exceeds the recruiter’s forecast, P-F, he gets an 
additional reward of b(F) per unit of excess production. 
If , on the other hand, the production falls shore em 
the forecast, P<F, he is penalized by b(F) per unit of 
Shortfall. We will call b(F) as an incentive parameter. 
When his production matches his forecast, then his bonus 
depends entirely on the base bonus, a(F). 

The incentive parameter, b(F), is set equal to the 
marginal change of the base bonus with respect to F, 
ij.e., the incentive parameter must equal the first 


derivative of the base bonus, b{F)=a’. 


23: 


For example, suppose we have a(F)=2F*-100 as the base bonus 
for the range of F between ten and seventeen. Then the 
incentive parameter, b, is given by, b(F)=da/dF=4F. a andb 
both satisfy the sign conditions described above: a, b, a’ 
and a” are all positive for the relevant range of F 
()0='=17). “Phe benus Tunction becomes: 

B=2F°-100+4F* (P-f) (A-3.1) 

It is easy to see that for a given level of expected 
production, E(P)=u, the expected bonus is maximized when the 
recruiter’s forecast is unbiased, i.e., F=u. From Equation 
(A-3.1), we have the expected bonus, E(B), as: 

E(B) =2F°-100+4F* (u-F) (A-3.2) 
After differentiating the above expression with respect to F 
and setting it equal to zero, we have: dE(B)/dF=0=4* ({u-F), 
which implies F=u. Since the second derivative is negative, 


d°E (B) /dF*=-4<0, the expected bonus is maximized when F=un, 
or when the recruiter’s forecast is his unbiased estimate. 

Table A-1 illustrates the base bonus, a, and the incentive 
parameter, b, as a function of forecast. The bonus payment 
iS “ShOwm, Ji Table 5 in (Ghee. “texG (aS “a funclion sor eous 


TOLreGase end prOducEson. 


FORECAST 


TO all eZ wie 14 ee) 16 


100 ; 142 188 236 Zoe B50 412 
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Table A-1l. Base Bonus, a(F), and Incentive Parameter, b(F) 


as 2 LUCE veonmor more ese ce. 


(12) Utility Maxamizarion Pouncerion: 

In order to examine the interplay of recruiter’s work- 
effort and the bonus system, we construct a simple utility 
analvsis framework. We begin with the recruiter’s utility 
function, U(Y), which is a concave function of his net 
income equivalent, Y. His utility increases with Y but ata 
diminishing rate. His net income depends on both the bonus, 
B, and the monetary equivalent of his work effort, cwW. C 
converts work effort, W, into monetary measure. F@is 
illustration, we assume an additive utility function of the 
form U=U(Y)=Y°=(B-cW)° where s denotes the level of a 
recruiter’s risk aversion, Oss<l. Since B = a(F)+bD(F) =a. 
F), the expected utility is given by, 

H(Ul=aF)+bDi fF) er) ew (A= Sn 


The expected production, u, depends on both the recruiter’s 


work effort, W, as well as other market environment, Uo. We 


assume that it is given by the following simple Cobb-Douglas 


DECGUCE1On. 2Une cian 

H=P (Ho, W) =UoW" (A-3.4) 

The market environment, un, must be positive since it 
represents how accession-rich an area is. An increase 1N WU 
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represents an increase in accession opportunity for the 
given market. The parameter k must be between zero and one. 
The k ensures a condition of diminishing returns in the work 
effort and accessions is impossible, since at some point, no 
matter how hard the recruiter works, he cannot produce more 


accessions. 


Therefore, the recruiter’s expected utility becomes: 
V=E[Ul=a(F)+b(F) * (uoW*-F) -cW (A-3.5) 
Next, we want to maximize the recruiter’s expected utility, 
V, with respect to his forecast and work effort. Since we 
want the mechanism to be truth apeeiitine u must equal F, 
which means we must have: 

u.W* - F = 0 as a Side condition. 

The first partial derivatives of V with respect to F and W 
are: 

QV/dF = a’ + b’*(uoW* - F) - b’ = 0 

simplified: 

a’ =b (A= 3,6) 
evvow = b * (iatw > ) = c = 0 

Simp Pied : 

W = (bkp,/c)*/'e?) (A-3.7) 

The second derivatives with respect to F: 

Ov/dr = a” so% “Saw —oP) = 2b" 22 0 


Simplified: 


rl 1 @ a, me 

Since we have a’=b and a”=b’ from equation (A-3.6): 

a 0 Cit Gyr, 6) 

The second derivatives with respect to W: 

d‘vV/dW* = b * (k-1) (ku.w**) < 0 (A-3.9) 
Simplified: 

a’ * hike ead 

The second derivatives with respect to (F, W): 

a°V/dF dW = b’ * (ko WS") = a” * (ky We?) (A-3.10) 
Thus the second order condition for the maximization gee 
represented by the following determinant which must be 
positive: 


-—a” a’ Uo /W 
= ((a“u) /W) (a’ k (k-1) -a” 0p) eae 
a” U/W a’ k(k-1) p/we 


which implies a” < (a’k(k-1))/ op (A=3 
Suppose we assume that the base bonus payment, a(F), as the 
follows: 

a(F) = F°/D-S (A>3. 1) 
where D and S represent management tool used to increase or 
decrease the base payment to adjust for changes in target 
accesSion totals, unemployment or other economic conditions. 
Then the incentive parameter, b(F) becomes: 


b(F) = nF" '/D (23. es 


Additionally, our work effort function, W, based on Equation 
(A-3.7) becomes: 

We { (nF ?/D) tuk/c}i/ ie Daay W={nkpo"/ (CD) y 1/ (2k-I-kn) (Anoea4) 
The Bonus Incentive in the text was developed based on the 
risk-averse version of the above case. It incorporates the 
Becrubeer’ s work Se eon ; risk-averseness and market 
environment and base payment (see Terasawa, 1993 for more 


details). 
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APPENDIX F. SAMPLE INCENTIVE TYPE CONTRACT 


The following example is provided to show how the 
incentive contract model would work. It is a Fixed Price 
=) IM@eptrive Type Conkwact. The numbers used can be 
adjusted based Upon the comtracting oLElcer S$ Opimion and 
determination of risk and negotiated profit. 

Taseget Gest. 2.3 7o007 000. 

Taegan Eom: 61,000 <300. 

iascet Pree: —-S.1h 500, U0G. 

GenlanG Price: $16, 5207000. 

Maximum Incentive: $1,000,000. 


Share Raeio: 70730 


During pre-MSD, the contractor calculates his MIBF. This 
calculated MTBF is then compared to the minimum Government 
MTBF requirements. Using these two figures, the 


contractor and the contracting officer can review the 
possible outcomes from table 1. 

In this first example, the contractor predicts his 
product’s MTBF to be equivalent to Government Minimum plus 
Zo.) (Serecie. After one year of performance, the 
contractor’s product MTBF is evaluated and the MTBF is 
found to be 2 percent below the Government’s minimum 
requirements. 


Fanad Neg@tiated Cest*s ~Sl47000, 0002 


Prom: 

si, OCU; 000=(514,0007000 — 313,600,000 |" C.. 34-30 0c. 
Incentive/Penalty (from Table): -$220,000 

Price to Government: 

$14,000,000 + $880,000 - $220,000 = $14,660,000 

Percent Profit to the Contractor: 

5660;,000 / 514,000; 000 = 45714 

In the second example, the contractor predicts his 
product’s MTBF to be equivalent to Government Minimum plus 
25 percent. After one year of performance, the 
contractor’s product MTBF is evaluated and the MTBF is 
found to be as predicted. 

Final Negotiated Cost: $14,000,000. 

Paes ies 

>i1,000,000 = [$14,000,000 = $13,600, 000|*0.3 = Scc0 war 
Incentive/Penalty (from Table): $558,406 

Price to Government: 

$14,000, 000-4 S660,000 = S55c,406¢.— 5157 45c,- cc 

Pereent Profim to tne Comeracror: 

$1,438,406 / $14,000,000 = 10.27% 

In the third example, the contractor predicts 
product’s MTBF to be equivalent to Government Minimum plus 
25 percent. After one year of performance, the 


contractor’s product MTBF is evaluated and the MTBF is 
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found to be better than his Ore Mia | prediction 
(Government Minimum + 35 percent). 

Final Negotiated Cost: $14,000,000. 

Peo eine: 

Si O00, OOO = fe 94 000, C00 —te1 37 60e, 000 “043 = ee cu. 
Incentive/Penalty (from Table): $644,969 

Price to Government: 

$14,000,000 + $880,000 + $644,969 = $15,524, 969 

PerCene FrOrlenLo ine Contracror; 

Spor 4,269 7 Sia, 000, 000 = 10-82% 

This final example will be used to show that if the 
contractor had predicted his MTBF to be Government Minimum 
plus 35 percent, vice 25 percent, his profit would be much 
greater. We will assume the contractor has predicted a 
MTBF of Government Minimum plus 35 percent. After one 
year the contractor’s performance has been evaluated and 
his MTBF is found to be meet his original prediction 
(Government Minimum plus 35 percent). 

Final Negeeilarea Cose: Si4 000,000. 

Preemie. 

oi, COU, 000 = [2147 000,000 = 213,500,000 Ons = Secon: 
Incentive/Penalty (from Table): $704,969 

Price to Government: 

mie, VO, O00 + S230, 000 + 5704, 569 — 515,564 [69 


PERCCRE PEOLIE to che Combractor: 


Sly 564,900 ¢ 3147000, Coe 

As mentioned in the Besen-Terasawa study, this type of 
computation table for assigning incentive awards, lends 
itseli to truch in predierions. Too many times, the 
contractor has assigned Mean-Time-Between-Failure (MTBF) 
numbers to the government, only to have actual MTBF be 
Significantly lower than “advertised.” Thus, leaving the 
services no option but to buy more of the required parts at a 
profit to the contractor. By using this incentive table, the 
contractor is using his own values to achieve his fei 
expected profit. If those numbers are incorrect, the 
contractor, not the military services, will be penalized. 

Critics may claim that if the contractor is penalizes 
then the Government, too, loses out in the form of incorrect 
Or ANSuriicient Dare allVowancing. The author’s answer and 
argument is that currently we are allowancing based upon 
ImfOEMatlon provided by Ene ‘comeractor. If that informabwae 
1S incorrect, only the government loses out The contraGgten 
eventually gains profits by the additional procurements the 
Government must make to support the fleet. At a minimum, in 
using the Besen-Terasawa “hybrid” the Government “gains” from 
having the contractor “penalized” because of his own 


predictions. 
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APPENDIX G. TITLE 10 UNITED STATES CODE SECTION 2466*° 


el 


10 USC ee. 2466 01/06/97 


ah ee 1 

TITLE 10 = ARMED FORCES 

Subtitle A - General Military Law 

PART IV = SERVICE, SUPPLY, AND PROCUREMENT 

CHAPTER 146 - CONTRACTING FOR PERFORMANCE OF CIVILIAN 


COMMERCIAL OR INDUSTRIAL TYPE FUNCTIONS 


=HEAD= 
Sec. 2466. Limitations on the performance of depot-level 


maintenance of materiel 


Bites 

(a) Percentage Limitation. - Not more than 40 percent 
of the funds made available ina fiscal year to a military 
department or a Defense Agency for depot-level maintenance 
and repair workload may be used to contract for the 
performance by non-Federal Government personnel of such 


workload for the military department or the Defense Agency. 


"" U.S. Code cited verbatim as found on the U.S. House of 
Representatives web site at; http://law2.house.gov/ 


14] 


Any such funds that are not used for such a contract shall 
be used for the performance of depot-level maintenance and 


repair workload by emplovees of the Department of Defense. 
((b) Renumbered Sec. 2472 (a) ) 


(c) Waiver of Limitation. - The Secretary of ign 
military department concerned and, with respect to a Defense 
Agency, the Secretary of Defense may waive the applicability 
of subsection (a) for a fiscal year, to a particular 
workload, or to a particular depot-level activity if Var 
Secretary determines that the waiver is necessary for 
reasons of national security and notifies Congress regaraine 


the reasons ZOr The Walver. 


(d) Exception. - Subsection (a) shall not apply wie 
respect Ae the Sacramento Army Depot, Sacramento, 
California. 

(e) Report. - Not later than January 15, 1995;Q0e 


Secretary of Defense shall submit to Congress a report 
identifying, for each military department and Defense 
Agency, the percentage of funds referred to in subsection 


(a) that was used during fiscal year 1994 to contract for 
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the performance by non-Federal Government personnel of 


depot-level maintenance and repair workload. 


oon eL = 

iACGCGed Pubs L. 100-456, civ. A, ticle T1il, Sec, 32572). 
Sept. 29, 51903, 102 Stat. 1955; amended Pup. ob. 10l-ic9, 
giv. A, ttle Dil, Sec. 213, Nov. 29> soso 103 Seat. 147 
PuO. GU. LO2-190,“div. #2, tite lll, @eec. 3122551) eee, 
198i2,5 105 Stat. \ 1336) Fub. &. 202-454, dives oe ee 
Sec. 352.4)-(G), Ogre. 23, 1992, 106 Stace Zoo Oe 
Soi Oily. Ay Geaele "ll; See. 232), Utes, hos 7 ee vo ea = 
Zito, Pup. Lb. 104-106, div. A, Ticlewil) see. lz isa eo. 


TOpeteoGy 110 Stak. 2aee) 


[oJ AMEND — 


REP Eas OF SECtION 


For contingent effective date of repeal of this 
section by section 311(f) (1) of Pub. L. 104-106, see section 
311(£) (3) of Pub. L. 104-106, set out in a Policy Regarding 
Performance of Depot-Level Maintenance and Repair for 


Department of Defense note under section 2464 of this title. 


-MISC1- 


AMENDMENTS 


1996 =- Subsec. (bd). Pub. L. 104-106, Sec. 3120582 


redesignated subsec. (b) as section 2472(a) of this title. 


1994. - Subsec. (a). Pub. L. 203-337, -Séco 22 
amended heading and text of subsec. (a) generally. Prior to 


amendment, text read as follows: 


''(l) Except as provided in paragraph (2), the 
Secretary of a military department and, with respect to a 
Defense Agency, the Secretary of Defense, may not contract 
for the performance by non-Federal Government personnel of 
more than 40 percent of the depot-level maintenance workload 


for the military department or the Defense Agency. 


'' (2) The Secretary of the Army shall provide for the 
performance by employees of the Department of Defense of not 
less than the following percentages of Army aviation depot- 
level maintenance workload: 


'' (A) For fiscal year 1993, 50 percent. 


'*(B) For fiscal year 19o4, 55 percene. 
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Pe (G) Pore piscal year [oe CO percent, ’ 


Siibpsee. (bi. .Pub. L. 103-337, Séc. S3s2(d), inserted 


'"and repair'' after ''maintenance'’' in two places. 


Ssubsec. (6). Pubs Lo 10S=337, See. 2324e), emended 
heading and text of subsec. (e) generally. [Eps O pe ae S 


amendment, text read as follows: 


rE (IJANot later than Jaruary 15, “19927 end January 2s, 
1993, the Secretary of the Army and the Secretary of the Air 
Force shall jointly submit to Congress a report describing 
the progress during the preceding fiscal year to achieve and 
maintain the percentage of depot-level maintenance required 
to be performed by employees of the Department of Defense 


pursuant to subsection (a). 


''(2) Not later than January 15, 1994, the Secretary 
of each military department and the Secretary of Defense, 
with respect to the Defense Agencies, shall jointly submit 


EORCONnOGESSS a Teper, described Aan paeragraon 11). 7 


ToS 2 = ASUSsee. Hele Pulse SLY 7 -ac2 et esece* 2557 04a; 


amended subsec. 


(a) generally. Prior to amendment, subsec. (a) read as 


follows: 


''Percentage Limitation. - Not less than 60 percent of 
the funds available for each fiscal year for depot-level 
maintenance of materiel managed for the Department of the 
Army and the Department of the Air Force shall be used for 
the performance of such depot-level maintenance by employees 


of the Department of Defense.'! 


Subsec. (c). Pub. L. 102-484, Sec. 352(b), substi tue 
''The Secretary of the military department concerned and, 
with respect to a Defense Agency, the Secretary of Defense'' 
for ''The Secretary of the Army, with respect to the 
Department of the Army, and the Secretary of the Air Force, 


with respect to the Department of the Air Force,''. 


Subsec. (e). Pub. L. 102-484, Sec. 352(c), designated 


existing provisions as par. (1) and added par. (2). 


1991 - Pub. L. 102-190 substituted section catchline 


PO one When read pe Prono Le len on certain depot 
maintenance workload competitions'' and amended text 
generally. Prior to amendment, text read as follows: ‘''The 


secretary of Defense shall prohibit the Secretary of the 
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Army and the Secretary of the Air Force, in selecting an 
entity to perform any depot maintenance workload, from 


Caraying OUL a COMeermtLion Tor such seleecrion — 


''(1) between or among maintenance activities of the 
Department of the Army and the Department of the Air Force; 


or 


''(2) between a maintenance activity of either such 


department and a private contractor.'' 


£939 = Pub. ft. “Od=189, in inseroduccer, provicions, 
substituted 

''shall prohibit'' for ''may not require'', ‘''Army and'' 

Por 7"Frmyeor’’, and ' "Eeonimearryimeg "oul = ho. | ro wearny 


Oe e-2 


CONGRESSIONAL FINDINGS 


Seerion 29) Gf ~Fubs  &. > -)0s-337 Srovicead. shan: 


""Congress makes the following findings: 


'' (1) By providing the Armed Forces with a critical 


capacity to respond to the needs of the Armed Forces for 


depot-level maintenance and repair of weapon systems and 
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equipment, the depot-level maintenance and repair activities 
of the Department of Defense play an essential role in 


maintaining the readiness of the Armed Forces. 


‘'(2) It 1S appropriate for the Capability of Vem 
depot-level maintenance and repair activities of the 
Department of Defense to perform maintenance and repair of 
weapon systems and equipment to be based on policies that 
take into consideration the readiness, mobilization, and 


deployment requirements of the military departments. 


''(3) It 1S appropriate for the management of 
employees of the depot-level maintenance and repair 
activities of the Department of Defense to be based on the 
amount of workload necessary to be performed by such 
activities to maintain the readiness of the weapon systems 
and equipment of the military departments and on the funds 


made available for the performance of such workload.'' 


REUTILIZATION INITIATIVE FOR DEPOT-LEVEL ACTIVITIES 


SSCEIOn 23/7 Gf Pub. Lb. 1034537 proviced tiae: 


'' (a) Program Authorized. - The Secretary of Defense 


shall conduct activities to encourage commercial firms to 
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enter into partnerships with depot-level activities of the 


military departments for the purposes of - 


'' (1) demonstrating commercial uses of the depot- 
level activities that are related to the principal mission 


of the depot-level activities; 


''(2) preserving employment and skills of employees 
currently employed by the depot-level activities or 
providing for the reemployment and retraining of employees 
who, as the result of the closure, realignment, or reduced 
in-house workload of such activities, may become unemployed; 


and 


eS supporting the goals of other defense 
conversion, reinvestment, and transition assistance programs 
while also allowing the depot-level activities to remain in 
operation to continue to perform their defense readiness 


mission. 


'"'(b) Conditions. - The Secretary shall ensure that 


ACEIVIEICS GCONGHetoe Under Enis: Seecei10on = 
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a ei, do fot a4nteriere with the closure iex 
realignment of a depot-level activity of the military 


departments under a base closure law; and 


''(2) do not adversely affect the readiness or 


primary mission of a participating depot-level activity.'' 


CONTINUATION OF PERCENTAGE LIMITATIONS ON PERFORMANCE 2G] 


DEPOT-LEVEL MAINTENANCE 


Pues, L. 2Os-'60.. div. A, title III, Sec. 343, New 
30, 1993, 107 Stat. 1624, provided that: ''The Secretary ae 
Defense shall ensure that the percentage limitations 
applicable to the depot-level maintenance workload performed 
by non-Federal Government personnel set forth in section 


2466 of title 10, United States Code, are adhered to.'' 


EPFECT OF 1992 AMENDMENTS ON EXISTING CONTRACTS 


section 3a2(d) of Pub. L. 102-464 provided that: i aun 
secretary of a military department and the Secretary of 
Defense, with respect to the Defense Agencies, may not 
cancel a depot-level maintenance contract in effect on the 


date of the enactment of this Act (Oct. 23, 1992) in e8eas 
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to comply with the requirements of section 2466(a) of title 


| i | 


10, United States Code, as amended by subsection (a). 


PROHIBITION ON CANCELEATION OF CONTRACTS IN BEPECT ON 


DECEMBER os, 1991 


Section 3143(aj%3) of Pub. lL.) £02Z=190" provided Enact: 


''The Secretary of the Army and the Secretary of the Air 


Force may not cancel a depot-level maintenance contract in 


effect on the date of the enactment of this Act (Dec. 5, 


1991) in order to comply with the requirements of section 


2466(a) of such title, as amended by subsection (a).'' 


COMPETITION PILOT PROGRAM, REVIEW AND REPORT 


Section 314(b)-(d) of Pub. L. 102-190, as amended by 


Pube, We. 102-4045" aa. fy erie Lit, sec. 2547 “Cer. 23, 


igo, (OGr Stat. 2519, DrovVidederrae. 


eA Repeated. “Pub. Ee 02=462, divs A, Verete fi, 


See oa, OGe Gon ble OO feces oa 


''(c) Review by Comptroller General. - Not later than 


February 1, 1994, the Comptroller General shall submit to 


Congress an evaluation of all depot maintenance workloads of 


the Department of Defense, including Navy depot maintenance 
workloads, that are performed by an entity selected pursuant 


to competitive procedures. 


''(d) Report by Secretary of Defense. - Not later than 
December 1, 1993, the Secretary of Defense shall submit to 


Congress a report- 


oe a) containing a five-year strategy of the 
Department of Defense to use competitive procedures for the 
selection of entities ae, perform depot maintenance 


workloads; and 


te) describing the cost Savings anticipawed 


through the use of those procedures.'' 


PILOT PROGRAM FOR DEPOT MAINTENANCE WORKLOAD COMPETITION 


Pub. L. 101-510, div. <A, title Ix, Séc. 922, Novae 
Loot 1LO4) = Stat 2 162]; authorized a depot maintenance 
workload competition pilot program during fiscal year 19eae 
outlined elements of the program, and provided for a report 
not later than Mar. 31, 1992, to congressional defense 
committees, prior to repeal by Pub. L. 102-190, div. A, 


bitle Lil, sec. Ss14(5) (2), Dec. a, 129), Wee eae 


i 


TELEPHONE INTERVIEWS 


Mr. George Ball, Item Manager for F-14D applications, 
Naval Invenvory Comme | POiRE, Philadelphia, 


Pennsylvania, 7 May 1998. 


. Mr. Alan Boyden, Program Manager, Rockwell’s Collins 


Avionics and Communications Division, Cedar Rapids, Iowa, 
8 May 1998. 

Mr. Norman Canter, Item Manager for F-14D applications, 
Naval Inventory Cont ee. Folin, Philadelphia, 
Pennsylvania, 7 May 1998. 

Mrs. Dorothy Corbett, Item Manager 1B Oe AV-8B 
ap PEGati ens, Naval Inventory Pon trou: Point, 
Philadelphia, Pennsylvania, 5 May 1998. 

Mrs. Pat Gallagher, Item Manager for EA-6B applications, 
Naval Inventory Conrret FORME, Philadelphia, 


Pennsylvania, 4 May 1998. 


» Mr Dim Gillen, Technical AGviseor for P-lap abel vearons, 


Naval Inventory Sieve aes Point, Philadelphia, 
Pennsylvania, 4 May 1998. 

ese eat Gray MwCOmmEecr (Specioteis) (Code. lez 4 27 
Naval Air Systems Command, Patuxet River Maryland, 11 May 


LOS 


8. Mr. Jim lLomano, Assistant Helicopter Weapons System 
Manager, Naval Inventory Control Point, Philadelphia, 
Pennsylvania, 17 June 1997. 

9. Mrs. Lisa Mahoney, Item Manager for H-46 applications, 
Naval Inventory Coneroll POU, Philadel pha 
Pennsylvania, 6 May 1998. 

10. Mr. Jim Mockus, Office of the Comptroller, Naval 
Inventory Control Point, Philadelphia, Pennsylvania, yam 
wune 997, 

ll. Capt. Richard E. Morrison, SC, USN, (Code 3.8) iis 
Air Systems Command, Patuxet River, Maryland, 10 June 
Ie 

12. Mrs. Marlene Rodgers, Value Engineering, Bell 
Helveoprer, Fort“Worth, Texas, 2) Mayet eee. 

13. Mr. Claud Messamore, Director of Contracts, Sand@emas 
Lockheed Martin, Nashua, New Hampshire, 22 May 1998. 

14. Mrs. Maggie Wilbey, Item Manager for F-14D applications, 
Naval Inventory CeRnrcol EOam ir; Philadelphia, 


Pennsylvania, 12 May 1998. 
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